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WITH  the  unprecedented  increase  in  our  commer- 
cial activities  has  come  a  demand  for  better 
business  methods.  Methods  which  were  adequate 
for  the  business  of  a  less  active  commercial  era  have  given 
way  to  more  elaborate  systems  and  countless  labor-saving 
ideas  in  keeping  with  the  financial  and  industrial  progress 
of  the  world. 

C  Out  of  this  progress  has  risen  a  new  literature — the 
literature  of  business.  But  with  the  rapid  advancement  in 
the  science  of  business  its  literature  can  scarcely  be  said  to 
have  kept  pace,  at  least,  not  to  the  same  extent  as  in  other 
sciences  and  professions.  Much  excellent  material  dealing 
with  special  phases  of  business  activity  has  been  prepared, 
but  this  is  so  scattered  that  the  student  desiring  to  acquire 
a  comprehensive  business  library  has  found  himself  con- 
fronted by  serious  difficulties.  He  has  been  obliged,  to  a 
great  extent,  to  make  his  selections  blindly,  resulting  in 
many  duplications  of  material  without  securing  needed  in- 
formation on  important  phases  of  the  subject,  except  at  the 
sacrifice  of  much  time  and  patience. 

C  In  the  belief  that  a  demand  exists  for  a  library  which 
shall  embrace  the  best  practice  in  all  branches  of  business — 
from  buying  to  selling,  from  simple  bookkeeping  to  the 
administration  of  the  financial  affairs  of  a  great  corpora- 
tion— these  volumes  have  been  prepared.  Prepared  pri- 
marily for  home  study,  the  authors  have  striven  for  sim- 
plicity and  directness  of  style  and  have  used  a  large  num- 
ber of  practical  problems  to  further  illuminate  the  text. 
In  addition  to  the  purely  accounting  and  management 
phases,  the  newly  developed  subject  of  Income  Tax  has 
received  adequate  treatment. 


d  Editors  and  writers  have  been  selected  because  of  their 
familiarity  with,  and  experience  in  handling  various  sub- 
jects pertaining  to  Commerce,  Accountancy,  and  Business 
Administration.  Writers  with  practical  business  experience 
have  received  preference  over  those  with  theoretical  train- 
ing; practicability  has  been  considered  of  greater  impor- 
tance than  literary  excellence. 

C  These  volumes  are  offered  with  the  confident  expectation 
that  they  will  prove  of  great  value  to  the  trained  man  who 
desires  to  become  conversant  with  phases  of  business  prac- 
tice with  which  he  is  unfamiliar,  and  to  those  holding 
advanced  clerical  and  managerial  positions. 
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FEDERAL  INCOME  AND 
WAR  TAX  LAWS 


INTRODUCTION 


EVERYMAN'S   INCOME  TAX* 

This  analysis  covers  in  a  practical  way  the  income  tax  problem 
of  individuals.  It  does  not  attempt  to  explain  the  Excess  Profits 
Tax,  since  under  the  present  law  corporations  only  are  taxed  under 
this  feature  of  the  act.  The  tax  problems  of  partners  are  covered 
herein.  Under  the  present  law  partnerships  as  such  are  not  subject 
to  any  income  tax,  but  only  the  individual  partners  are  taxed.  The 
law  is  applied  to  individuals  whose  incomes  consist  of  salary,  rent, 
dividends,  interest  or  business  profits.  The  act  is  covered  in  the  light 
of  all  existing  Treasury  Department  rulings  which  are  still  in  force. 

Tax  Rates  and  Exemptions.  The  tax  on  the  income  of  individ- 
uals consists  of  two  parts.  The  first  part,  affecting  most  persons,  is 
called  the  Normal  Tax.  Every  single  person,  unless  he  happens  to 
be  the  head  of  a  family,  receiving  a  net  income  of  more  than  $1,000 
for  the  year,  must  pay  the  Normal  Tax.  This  is  at  the  rate  of  4% 
on  the  net  income  over  the  exemption  of  $1,000,  up  to  $5,000,  and 
at  the  rate  of  8%  on  the  remainder  of  the  net  income,  over  $5,000. 
Every  person  who  is  the  head  of  a  family,  that  is,  who  is  supporting 
a  wife  or  other  dependent,  has  an  exemption  of  $2,000,  plus  $200  for 
each  dependent  child  under  18  years  of  age  or  other  dependent 
person  physically  or  mentally  defective,  and  the  Normal  Tax  is  4% 
on  the  first  $4,000  above  this  exemption  and  8%  on  the  remainder. 
The  status  on  the  last  day  of  the  year  determines  the  exemption. 
The  Normal  Tax  applies  to  the  combined  income  of  a  man  and  wife 
living  together  and  their  minor  children,  ^^^th  only  one  $2,000 
exemption  for  the  family,  but  each  member  of  the  family  is  entitled 
to  the  4%  rate  upon  $4,000  of  his  separate  income  before  the  8% 
rate  applies.  In  addition  to  the  Normal  Tax,  there  is  a  Surtax  upon 
net  income  of  more  than  $5,000,  at  graduated  rates  which  are  shown 


*  By  permission  of  KixMiller  and  Baar. 
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by  the  table  on  page  11  of  the  manual.  The  Surtax  applies  sepa- 
rately to  the  income  of  husband  and  wife;  that  is,  the  income  of 
the  wife,  if  less  than  $5,000  is  not  subject  to  Surtax,  although  the 
income  of  the  husband  may  amount  to  S20,000.  These  rules  are 
made  more  clear  by  the  illustration  which  follows. 

Returns  Required.  A  Return  is  required  of  every  single  person 
with  a  net  income  of  $1,000  or  more  for  the  year  (even  though  the 
head  of  a  family  and  entitled  to  an  exemption  of  $2,000),  and  of 
every  married  person  where  the  combined  net  income  of  husband 
and  wife  amounts  to  $2,000  or  more  for  the  year  (even  though 
entitled  to  enough  additional  exemptions  on  account  of  dependent 
children  to  cover  the  entire  net  income).  This  Return  must  be  made 
under  oath  before  March  15  on  the  forms  provided  by  the  Govern- 
ment (Form  1040  or  1040 A),  to  be  obtained  from  the  collector  of 
internal  revenue  or  from  the  banks.  If  the  income  of  either  husband 
or  wife  is  more  than  $5,000,  two  separate  Returns  should  be  filed; 
otherwise  one  Return  may  show  the  combined  income. 

Returns  of  Information.  Persons  are  not  only  required  to  file 
Returns  showing  their  own  net  income,  but  they  are  also  required 
to  file  Returns  of  Information  showing  amounts  of  income  paid  by 
them  to  other  persons.  Salary,  rent,  interest,  or  other  income  pay- 
ment amounting  to  $1,000  during  the  year  must  be  reported.  Thus 
if  $1,000  in  fees  was  paid  during  the  year  to  a  lawyer,  a  Return  must 
be  filed  showing  the  name,  address,  and  the  amount  paid.  Exception 
is  made  for  payments  to  corporations  and  rent  paid  to  real  estate 
agents,  which  need  not  be  reported. 

Determination  of  Net  Income.  The  law  defines  income  to 
include  gains,  profits,  and  income  derived  from  any  source  whatever. 
It  represents  only  additions  to  wealth  and  does  not  include  money 
received  in  return  or  in  exchange  for  wealth  already  owned  in  a 
different  form.  For  instance,  if  a  man  receives  $100  in  payment  of 
a  note  which  he  has  held  as  security  for  money  loaned,  such  payment 
is  not  income  because  he  already  was  worth  the  value  of  the  note, 
but  if  he  receives  $6  as  one  year's  interest  on  that  note,  that  is  income 
because  it  is  what  his  investment  has  earned  for  him.  All  that  a 
person  receives  in  the  way  of  taxable  gains  or  profits  makes  up  the 
"Gross  Income,"  which  will  therefore  be  the  entire  salary,  rent, 
interest,  or  other  amounts  received.    The  law  then  specifies  certain 


12 


FEDERAL  INCOME  AND  WAR  TAX  LAWS  3 

"Deductions"  which  are  allowed,  such  as  the  expenses  of  business, 
taxes,  and  interest  paid.  The  remainder  is  what  is  called  the  "Net 
Income."  The  personal  exemption  of  $1,000  or  $2,000  is  then 
deducted  from  the  Net  Income  in  computing  the  tax.  The  Net 
Income  must  be  determined  in  accordance  with  the  instructions  on 
the  Return  and  by  showing  in  exact  figures  the  total  Gross  Income 
and  the  several  Deductions.  Unless  books  of  account  are  regularly 
kept  upon  some  other  basis,  the  income  must  be  reported  for  the 
calendar  year  and  on  the  basis  of  amounts  actually  received.  Thus  a 
man  who  is  paid  on  the  5th  of  every  month  and  receives  his  salary 
for  the  month  of  December,  1918,  on  January  5,  1919,  will  include 
^  that  salary  in  his  taxable  income  for  1919.  The  salary  for  December, 
1919,  which  is  not  received  until  January  of  the  next  year  will  not  be 
included  in  the  1919  income  although  it  was  entirely  earned  during 
that  year. 

Personal  Expenses.  The  law  expressly  prohibits  the  deduc- 
tion of  "personal,  living,  or  family  expenses"  from  the  gross  income. 
This  includes  rent  paid  for  a  home,  wages  of  domestic  servants,  cost 
of  food  and  clothing  for  the  family,  education  of  the  children,  upkeep 
of  pleasure  automobile,  and  similar  items  connected  in  any  way  with 
the  maintenance,  well-being,  or  pleasure  of  the  taxpayer  or  his 
dependents.  Income  which  has  been  spent  for  any  of  these  items 
is  still  subject  to  the  tax.  Interest,  taxes,  losses,  and  contributions 
to  charitable  organizations  are  deductible  even  when  entirely  per- 
sonal and  not  related  to  a  business,  because  they  are  the  subject  of 
specific  provisions  in  the  law  as  explained  below. 

Salaries  and  Other  Compensation  for  Services.  The  full 
amount  received  as  compensation  for  personal  services  must  be 
shown  as  gross  income  and  any  direct  expenses  which  are  allowable 
are  shown  as  deductions  from  gross  income.  A  man  working  on 
salary  or  commission  who  pays  his  own  office  or  traveling  expenses 
or  other  expenses  directly  occasioned  by  the  employment  may 
deduct  the  amount  so  paid.  No  deduction  can  be  made  for  the  cost 
of  training  or  education,  cost  of  living,  or  other  indirect  cost  which 
may  be  involved  in  maintaining  the  ability  to  render  the  services. 
Salaries  should  be  reported  as  income  when  received,  regardless  of 
when  they  were  earned.  However,  where  professional  services  are 
billed  in  one  year  and  entered  as  income  on  the  accounts  of  the 
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individual,  they  must  be  reported  as  income  in  that  year,  even  though 
not  collected  until  later.  A  salary  or  commission  which  is  credited 
to  an  account  and  is  subject  to  be  drawn  upon  must  be  treated  as 
having  been  received.  Bonuses  or  other  forms  of  profit  sharing 
must  be  included  in  the  income  since  these  are  in  fact  additional 
compensation  for  services.  A  Christmas  present  or  other  gift  from 
the  employer  is  not  a  salary  and  is  not  taxable.  The  compensation 
for  services  may  be  paid  in  part  by  furnishing  living  quarters,  board 
and  lodgings,  rent,  or  expenses;  in  this  event  the  value  of  such 
benefits  furnished  should  be  estimated  in  money  and  included  in  the 
income.  The  fee  received  for  acting  as  a  Director  must  be  included. 
The  compensation  of  officers  and  employes  of  a  state,  county,  or 
municipal  government,  including  court,  clerks,  city  policemen,  state 
tax  collectors,  public  school  teachers,  and  other  state  employes,  is 
exempt  from  the  tax,  but  such  employes  are  taxed  upon  income 
received  by  them  from  other  sources.  This  exemption  does  not 
extend  to  federal  employes,  such  as  War  Department  clerks, 
revenue  collectors,  and  postmasters,  who  are  taxed  upon  their  sal- 
aries. Compensation  not  in  excess  of  $3,500  received  during  the 
present  war  for  active  service  in  the  Jmilitary  or  naval  forces  of 
the  United  States,  and  allotments  from  such  compensation,  and 
also  the  government  allowance  to  the  families  of  soldiers  or  sailors, 
are  exempt  but  all  other  compensation  of  persons  in  the  army  or 
navy  is  subject  to  the  tax. 

Profits  of  a  Business.  An  individual  in  business  is  not  allowed 
to  report  merely  the  net  profits  as  shown  on  the  books  of  his  business, 
but  must  report  the  gross  income  and  the  deductions  according  to 
the  requirements  of  the  Return.  The  gross  income  will  usually 
consist  of  the  gross  actual  sales,  together  with  income  received  from 
conmaissions,  rent,  and  other  sources.  The  deductions  from  the 
business  income  include,  in  addition  to  interest,  taxes,  losses,  and 
depreciation,  which  are  separately  discussed,  all  the  ordinary  and 
necessary  expenses  of  the  business.  This  includes  only  expenditures 
for  goods  which  will  be  consumed  or  exhausted  in  a  relatively  short 
time,  such  as  the  cost  of  wrapping  paper,  fuel,  or  labor,  and  does  not 
include  the  cost  of  property  of  permanent  value,  such  as  machinery, 
tools,  books,'  counters  and  showcases,  typewriters,  and  similar 
equipment.     Expenses  should  be  deducted  according  to  the  time 
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when  they  are  charged  on  the  books  of  the  business,  which  may  be 
either  at  the  time  when  they  are  paid  or  at  the  time  when  they  are 
incurred.  Typical  deductible  expenses  are  salaries  and  labor,  cost  of 
merchandise,  raw  materials  and  supplies,  rent,  repairs,  light  and 
heat,  power,  delivery  expense,  selling  cost,  advertising,  and  insurance. 
In  a  mercantile  business,  inventories  must  be  used  to  determine  the 
net  cost  of  the  goods  sold ;  the  inventory  at  the  beginning  of  the  year 
is  added  to  the  purchases  and  the  inventory  at  the  end  of  the  year 
is  deducted.  Inventories  may  be  used  in  other  businesses.  In  all 
cases  where  inventories  are  used  they  must  be  taken  either  (a)  at 
cost  or  (b)  at  cost  or  market  price,  whichever  is  lower.  The  method 
once  adopted  must  be  followed  each  year. 

Partnership  Profits.  A  person  who  is  a  member  of  a  partner- 
ship must  show  on  his  individual  Return  his  share  of  the  net  income 
of  the  firm  as  shown  by  the  last  Return  of  the  firm,  even  though  the 
money  may  remain  invested  in  the  business  and  cannot  be  drawn 
out.  The  profits  of  a  corporation  do  not  belong  to  the  stockholders 
until  the  declaration  of  a  dividend,  but  a  partnership,  unlike  a  cor- 
poration, has  no  legal  existence  apart  from  the  members  who  com- 
pose it,  and  therefore  its  income  belongs  immediately  to  the  partners 
and  is  taxed  only  to  the  members  and  not  to  the  firm.  As  the  income 
is  taxed  when  earned,  there  is  no  further  tax  when  the  profits  are 
drawn  out  in  money.  A  corporation  whose  income  is  due  primarily 
to  the  activities  of  the  principal  owners  and  not  directly  or  indirectly 
to  the  use  of  capital,  is  treated  as  a  partnership  and  the  stockholders 
are  taxed  upon  their  share  of  the  entire  profits  whether  distributed 
or  not. 

Income  of  a  Farmer.  A  farmer  must  report  as  gross  income  the 
entire  receipts  from  the  sale  of  farm  products  and  must  show  the 
items  of  cost  and  expense  as  deductions.  Where  an  approved  method 
of  accounting  is  followed,  farmers  are  allowed  to  compute  net  income 
on  an  inventory  and  book  basis,  but  otherwise  the  Return  must  be 
made  on  the  basis  of  receipts  and  disbursements,  notwithstanding 
that  in  some  cases  the  cost  and  expense  in  connection  with  a  crop  is 
largely  or  entirely  incurred  in  the  year  prior  to  that  in  which  the 
crop  is  sold.  A  farmer  need  not  include  in  his  gross  income  the  rental 
value  of  the  farmhouse  occupied  by  the  family  or  the  value  of  the 
farm  produce  consumed,  but  he  must  not  include  in  the  deductions 
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any  of  the  expenses  of  running  the  farmhouse  or  raising  the  produce 
used  by  the  family.  Where  produce  is  exchanged  for  merchandise, 
groceries,  or  mill  products,  for  personal  consumption,  or  of  permanent 
value,  the  fair  market  value  of  the  article  received  is  income,  just 
as  if  the  produce  were  sold  for  that  amount.  A  person  operating  a 
farm  for  pleasure  or  recreation  and  not  on  a  commercial  basis,  should 
include  in  his  gross  income  only  the  excess  receipts  over  expenses 
instead  of  the  gross  receipts,  since  the  expenses  are  not  otherwise 
deductible,  not  having  been  incurred  in  business.  The  deductions 
of  a  farmer  may  include  all  ordinary  and  necessary  expenses  but  not 
the  cost  of  property  of  a  permanent  value.  A  deduction  for  the 
annual  depreciation  of  such  property  is  allowed.  The  cost  of  stock 
purchased  for  resale  is  deducted  in  the  year  when  the  stock  is  sold 
to  determine  the  profit  or  loss,  but  may  not  any  time  be  deducted 
as  expense. 

Income  from  Sales  of  Real  Estate,  Securities,  and  Other  Prop= 
erty.  The  profit  made  by  the  sale  or  other  disposition  of  property 
must  be  included  in  the  taxable  income.  If  any  part  of  the  profit 
accrued  before  March  1,  1913,  when  the  first  Income  Tax  Law  went 
into  effect,  it  is  not  taxable,  even  though  it  is  realized  after  that  date. 
Taxable  profit  is  income  of  the  year  in  which  it  is  realized,  notwith- 
standing that  it  may  have  actually  accrued  in  other  years.  For 
example,  suppose  that  in  1909,  suburban  real  estate  was  bought  for 
S8,500.  During  the  next  two  or  three  years  the  neighborhood 
developed  very  rapidly  so  that  in  1912  the  property  is  worth  $12,500, 
and  similar  pieces  are  sold  for  that  price.  In  1919  the  land  in  question 
is  sold  for  $15,000,  which  is  about  the  value  which  it  had  reached 
in  1914.  There  is  a  total  profit  of  $6,500  in  this  transaction,  all  of 
which  is  realized  in  1919.  Of  this  amount,  however,  $4,000  had 
accrued  by  1912  because  the  property  had  at  that  time  risen  in  value 
to  that  amount  and  is  not  shown  on  the  Return.  The  remaining 
$2,500,  which  accrued  in  1913  and  1914,  is  taxable  as  income  of  1919 
when  it  was  realized.  The  taxable  profit  is  determined  by  deducting 
from  the  selling  price,  the  cost  of  property  acquired  after  March  1, 
1913,  or  the  value  on  that  date  of  property  previously  acquired. 
The  Return  must  state  how  the  fair  value  as  of  March  1,  1913,  is 
determined.  This  is  in  every  case  a  question  of  fact  upon  which  any 
relevant  evidence  may  be  considered,  such  as  the  quoted  prices  for 
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securities  and  other  property  of  an  established  market  value,  or  the 
opinion  of  experts  and  prices  asked  or  offered  for  similar  property  at 
that  time  in  connection  with  real  estate  and  other  property  with  no 
public  market  price.  The  selling  price  must  include  promissory 
notes,  securities,  or  anything  accepted  as  cash.  Cost  will  include, 
in  addition  to  the  original  purchase  price,  expenses  or  carrying 
charges  incident  to  acquiring,  holding,  and  disposing  of  the  property, 
which  include  stamp  taxes  on  the  transfer,  cost  of  defending  title  or 
securing  abstract,  insurance  if  the  property  was  held  only  for  resale 
and  was  not  used  for  a  personal  benefit,  storage  charges  if  incident 
to  a  buying  and  selling  transaction,  and  similar  incidental  costs 
which  have  never  been  deducted  as  expense.  In  an  exchange  of 
property,  if  a  fair  valuation  is  fixed  by  the  parties  for  the  purpose  of 
the  exchange,  or  if  the  property  has  a  definite  or  ascertainable  market 
value,  the  exchange  is  equivalent  to  a  sale  and  the  value  of  the 
property  must  be  treated  as  the  price  received.  If  there  is  no  definite 
or  ascertainable  fair  value,  there  is  no  closed  transaction  and  the  cost 
of  the  property  originally  held  should  be  treated  as  the  cost  of  the 
property  acquired,  with  no  taxable  gain  or  deductible  loss  arising 
from  the  exchange.  Upon  the  sale  of  property  originally  received 
as  a  gift,  the  value  of  the  property  when  received  (or  on  INIarch  1, 
1913,  if  previously  acquired)  should  be  deducted  from  the  selling 
price,  since  any  increase  in  value  since  the  property  was  received  is 
income  when  realized.  The  taxable  income  does  not  include  any 
paper  profits  or  mere  bookkeeping  gains,  not  actually  realized  in 
money  or  otherwise  "cashed  in."  Suppose  stocks  are  bought  at  56 
and  at  the  end  of  the  year  are  selling  on  the  exchange  at  96;  in  busi- 
ness talk,  the  fortunate  purchaser  has  made  a  profit  of  40  points  but, 
as  he  has  not  yet  sold  the  stock,  this  profit  may  be  increased  or 
decreased  before  it  is  finally  realized  and  the  result  may  even  be  a 
net  loss.  Therefore  no  income  tax  is  imposed  imtil  there  has  actually 
been  a  conclusion  of  the  transaction  and  the  profit  has  been  actually 
realized.  A  person  who  has  engaged  in  numerous  transactions  in  buy- 
ing and  selling  stock  during  the  year  may  not  report  on  the  Income 
Tax  Return  merely  the  increase  in  his  balance  with  his  broker.  The 
actual  gains  or  losses  on  the  several  transactions  should  be  separately 
determined.  If  possible  the  shares  should  be  identified  by  certificate 
number,  but  if  this  is  not  possible  it  is  presumed  that  the  shares 
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first  purchased  are  the  ones  first  sold  and  that  any  which  are  held  at 
the  end  of  the  year  are  those  which  have  been  last  purchased. 

Income  from  Interest.  The  Gross  Income  should  include 
interest  received  during  the  year  no  matter  when  it  was  earned. 
It  is  not  necessary  that  the  interest  be  received  in  cash,  but  it  is 
constructively  received  when  it  is  credited  or  held  subject  to  call, 
as  in  the  case  of  savings  bank  interest  and  bond  coupons,  which  must 
therefore  be  included  in  the  gross  income  when  they  become  due. 
The  interest  on  certain  securities,  such  as  United  States  bonds 
issued  before  September  1,  1917,  the  bonds  of  states,  municipalities, 
and  other  political  subdivisions,  and  securities  issued  under  the 
Federal  Farm  Loan  Act,  is  entirely  exempt  from  the  income  tax. 
The  bonds  of  private  corporations  operating  public  utilities,  such  as 
water  works,  street  railways,  or  electric  light  plants,  and  the  bonds 
of  foreign  governments  are  not  exempt.  The  interest  upon  United 
States  bonds  of  the  First  Liberty  Loan  and  all  prior  issues,  and  upon 
the  3f  %  Victory  Notes,  is  wholly  tax  exempt.  All  other  LTnited 
States  bonds  are  exempt  from  the  normal  tax  but  the  surtax  applies 
to  interest  upon  any  of  such  bonds  held  in  excess  of  the  following 
exempt  amounts  of  principal:  (a)  $5,000  of  principal,  of  all  obliga- 
tions issued  to  date — except  Victory  Notes  of  the  Fifth  Liberty  Loan 
— including  War  Savings  Stamps,  Treasury  Certificates,  and  Liberty 
Bonds  of  the  Second,  Third,  and  Fourth  issues  and  of  any  issue 
converted.  No  time  limit.  Certificates  of  Indebtedness  have  no 
other  exemption,  (b)  $30,000  of  Fourth  Liberty  Loan  Bonds,  for 
two  years  after  the  war  only,  (c)  $30,000  of  First  Liberty  Loan 
Bonds  converted  to  4|%  bonds  of  the  issue  of  October  24,  1918, 
for  two  years  after  the  war  only,  (d)  $45,000  of  Second  and  Third 
Liberty  Loan  Bonds  and  converted  bonds  of  corresponding  issues, 
for  two  years  after  the  war  only  and  only  in  such  amount  that  the 
taxpayer  has  acquired  by  original  subscription  (not  purchase  after 
issue)  and  still  holds  at  the  date  of  making  the  return,  Fourth  Liberty 
Bonds  equal  to  two-thirds  the  amount  of  exemption  claimed  here- 
under, (e)  $30,000  of  any  Liberty  Bonds  (Second,  Third,  or  Fourth 
issues  or  corresponding  conversions,  but  not  Certificates  or  other 
obligations),  until  five  years  after  the  end  of  the  war.  (f)  $20,000  of 
Liberty  Bonds  (as  in  (e)  above)  but  only  in  such  amount  that  the 
taxpayer  has  acquired  by  original  purchase  and  still  holds  at  the 
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date  of  making  the  return,  Victory  Notes  of  either  issue  amounting 

to  one-third  of  the  exemption  claimed  hereunder,    (g)  Victory  Notes 

of  the  4f  %  issue  have  no  exemption  from  surtaxes  and  may  not  be 

mcluded  in  any  of  the  exemptions  stated  above.    Exempt  securities 

of  which  we  have  been  speaking,  should  be  clearly  distinguished  from 

tax-free  bonds"  which  are  so  called  because  they  provide  that  the 

interest  will  be  paid  "free  of  all  taxes"  which  the  debtor  is  required 

to  pay  upon  or  withhold  from  such  interest.    The  interest  upon  such 

bonds  IS  fully  taxed  and  an  individual  owner  will  include  in  his 

income  the  entire  amount  of  the  interest,  but  the  corporation  is 

required  to  pay  on  his  behalf  a  tax  of  2%  of  the  interest  and  the 

amount  so  paid  is  shown  as  a  credit  on  the  Return  of  the  individual 

and  applied  toward  the  total  tax  which  would  otherwise  be  due 

Income   from    Rent.    The   gross   income   should   include   all 
amounts  received  as  rent  or  royalties  in  compensation  for  the  use  of 
property.     Any  consideration  received  in  lieu  of  money  must  be 
reported  at  its  cash  value  when  received.    Interest  and  taxes  paid 
by  a  tenant  on  behalf  of  the  landlord  are  income  of  the  landlord 
when  paid,  and  may  also  be  deducted  by  the  landlord  as  payments 
made  by  him.    The  value  of  the  use  of  property  by  the  owner  for  a 
dwelling  or  for  business  purposes  need  not  be  accounted  for  as 
income  of  the  owner  nor  may  it  be  deducted  as  rent  paid.    Renting 
property  to  secure  an  income  is  treated  as  a  business  and  the  owner 
may  deduct  from  his  gross  income  the  cost  of  securing  tenants  the 
depreciation  of  the  property,  and  the  expenses  of  maintenance,  such 
as  repairs,  light  and  fuel,  janitor  service,  and  insurance.    Where  the 
rented  property  is  also  occupied  by  the  owner  for  his  personal  use 
the  deductions  must  be  apportioned  and  the  amount  attributable  to 
the  owner's  use  of  the  building  are  not  allowable. 

Dividends.  Dividends  upon  the  stock  of  domestic  corporations 
are  subject  only  to  the  surtax  and  not  to  the  normal  tax,  on  the  theory 
that  the  income  has  been  already  taxed  when  it  was  earned  by  the 
paying  corporation.  The  ordinary  dividend  is  the  periodical  cash 
distribution  of  current  profits,  but  a  dividend  may  be  paid  in  prop- 
erty and  may  distribute  profits  accumulated  over  a  long  period 
When  paid  in  property,  as  when  Liberty  Bonds  are  distributed,  the 
dividend  should  be  reported  as  the  actual  value  or  fair  market  value 
of  the  property  at  the  time  of  the  distribution.    When  a  dividend 
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paid  ill  new  stock  issued  by  the  paying  corporation,  it  is  called  a 
stock  dividend.  Although  the  law  expressly  taxes  stock  dividends, 
it  has  been  held  that  they  are  not  subject  to  tax.  Dividends  must  be 
distinguished  from  bond  interest;  the  income  upon  preferred  stock  is 
a  dividend  and  is  not  interest.  Dividends  are  taxed  as  income  of 
the  year  in  which  received  at  the  rate  then  in  effect,  and  it  is  not 
material  when  the  dividend  was  declared  nor  when  the  corporation 
earned  the  profits  being  distributed,  except  that  if  the  dividend  is 
paid  from  profits  earned  by  the  corporation  prior  to  March  1,  1913, 
it  is  not  subject  to  any  tax  when  received  by  the  shareholders.  Such 
a  dividend  can  be  paid  only  after  all  profits  subsequently  earned  have 
been  distributed.  A  distribution  to  the  stockholders  of  a  corporation 
is  not  a  dividend  and  is  not  taxable  when  it  does  not  constitute  a 
distribution  of  profits  of  the  company;  for  instance,  a  dividend  may 
consist  of  a  reduction  of  the  capital  of  the  company  or  the  return 
of  a  paid-in  surplus.  No  such  non-taxable  distribution  may  be  made 
if  the  corporation  has  in  fact  an  earned  surplus.  The  gain  realized 
by  a  sale  of  stock  or  by  surrendering  it  upon  the  liquidation  of  the 
company  for  more  than  its  cost  is  not  a  dividend  but  is  a  profit  which 
is  subject  to  all  taxes.  Private  banks,  limited  partnerships,  and  other 
unincorporated  associations  operating  under  the  corporate  form,  are 
taxed  as  corporations  and  therefore  the  earnings  received  from  such 
organizations  are  treated  as  dividends.  On  the  other  hand,  certain 
corporations  defined  in  the  law,  whose  business  is  largely  personal 
services  rendered  by  the  principal  owners,  are  treated  as  partner- 
ships and  the  income  from  such  corporations  should  not  be  again 
reported  as  dividends.  Dividends  upon  paid-up  life  insurance  poli- 
cies are  subject  to  tax,  but  if  premiums  are  still  being  paid  the  divi- 
dends should  be  treated  as  a  discount  or  refund  of  premium  and  not 
shown  as  income.  A  dividend  paid  in  scrip  or  by  a  note  is  regarded 
as  cash  at  the  face  value  of  the  scrip. 

Income  Not  Subject  to  the  Tax.  In  addition  to  the  compensa- 
tion of  state  employes  and  the  interest  upon  government  bonds, 
which  has  already  been  mentioned,  the  following  income  is  entirely 
exempt  from  the  tax  and  need  not  be  shown  on  the  Return.  The 
value  of  property  acquired  by  gift,  bequest,  devise,  or  descent  is  not 
taxed,  but  the  income  from  such  property  must  be  included.  Thus 
a  man  who  inherits  a  farm  does  not  include  the  value  of  the  farm 
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but  must  include  all  rent  received  from  it.  Payments  made  under 
accident  insurance  policies,  health  insurance  policies,  workman's 
compensation  acts,  judgments  for  damages,  or  other  compensation 
for  personal  injury  or  sickness  are  not  taxed  as  income.  Damages 
recovered  in  any  manner  because  of  injury  to  property  or  breach  of 
contract  are  not  income  in  the  usual  case,  because  they  merely  take 
the  place  of  wealth  or  capital  without  adding  thereto.  If,  however, 
the  money  compensation  amounts  to  more  than  the  cost  of  the  prop- 
erty, the  gain  is  taxed  as  income.  Alimony  or  separation  allowance 
is  not  included  in  the  taxable  income  of  the  recipient  nor  may  it  be 
deducted  by  the  person  who  pays  it.  The  money  received  by  an 
individual  or  the  estate  of  the  insured  upon  a  life  insurance  policy 
at  the  death  of  the  one  insured  is  not  taxable.  Where  a  life  insurance 
policy  is  paid  upon  maturity  of  the  endowment  or  surrender  of  the 
policy  for  cash,  the  surrender  value  on  March  1,  1913,  plus  the  total 
amount  subsequently  paid  as  premiums  is  deducted  from  the  amount 
received  and  the  excess  is  taxable  income. 

Miscellaneous  Taxable  Income.  The  Return  must  include  the 
share  of  the  taxpayer  in  income  received  on  his  behalf  by  a  trustee, 
guardian,  or  other  fiduciary,  whether  such  income  has  been  paid 
over  to  him  or  not.  Amounts  received  from  executors  or  trustees  as 
payments  of  legacies  or  other  gifts  is  not  income,  even  though  the 
gift  may  include  money  which  is  received  as  income  by  the  fiduciary. 
Gambling  gains  and  illegal  profits,  made  in  violation  of  criminal 
law,  public  regulations,  or  the  rights  of  other  persons  are  none  the 
less  taxable.  All  other  gains  or  additions  to  wealth,  of  whatever 
nature  or  from  whatever  source  derived,  should  also  be  included. 

Deduction  of  Interest  and  Taxes  Paid.  Interest  and  taxes  paid 
during  the  taxable  year  may  be  deducted  even  though  not  connected 
with  the  business,  including  interest  upon  a  personal  loan  and  taxes 
on  a  dwelling  house,  as  well  as  interest  upon  business  debts  and  taxes 
upon  business  property.  The  federal  income  tax  paid  during  the 
year  to  the  United  States,  however,  may  not  be  included  in  the 
deduction,  nor  may  there  be  included  any  special  assessments  for 
local  benefits  of  a  kind  tending  to  increase  the  value  of  the  property 
such  as  a  paving  or  drainage  assessment  since  they  are  in  fact  the 
cost  of  a  permanent  improvement.  Inheritance  taxes  are  not 
deductible  since  they  do  not  reduce  the  income  of  anyone  but  are 
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taken  from  the  principal  of  the  estate.  Interest  paid  upon  indebted- 
ness incurred  or  continued  to  purchase  or  carry  securities  which  are 
wholly  tax  exempt  (other  than  certain  United  States  bonds)  may  not 
be  deducted.  Thus  interest  upon  a  loan  used  to  carry  municipal 
bonds  is  not  deductible,  but  the  interest  paid  to  carry  corporate 
stocks  may  be  deducted,  since  dividends  are  not  wholly  tax  exempt, 
but  are  subject  to  the  surtax. 

Deduction  for  Losses.  Losses  actually  sustained  during  the 
year  may  be  deducted  from  the  Gross  Income  whether  they  are 
personal  or  connected  with  the  business.  A  loss  has  not  been  "sus- 
tained" until  it  has  been  determined  and  ascertained  upon  an  actual, 
completed,  and  closed  transaction,  as  by  a  sale  of  the  property. 
The  Return  must  show  separately  the  losses  incurred  in  trade  or 
business,  losses  incurred  in  a  transaction  entered  into  for  profit  but 
not  connected  with  the  trade  or  business,  losses  arising  from  fire, 
storms,  shipwrecks,  other  casualties,  or  thefts,  and  debts  ascertained 
to  be  worthless  and  charged  off.  The  loss  sustained  by  the  sale  of 
property  is  the  difference  between  the  cost  and  selling  price,  deter- 
mined according  to  the  same  rules  which  apply  with  reference  to 
profit  as  stated  above.  Where  the  property  was  owned  prior  to 
March  1, 1913,  the  value  of  that  date  is  used  instead  of  the  cost.  To 
obtain  a  deduction  for  a  worthless  debt,  the  Return  must  state  how 
the  worthlessness  was  ascertained,  for  instance,  that  the  debtor  has 
disappeared  leaving  no  property  or  that  the  ordinary  methods  of 
collection  have  been  exhausted.  If  the  bad  debt  represents  taxable 
income  the  deduction  will  be  allowed  only  if  the  sum  has  been 
included  in  a  Return  of  income;  for  example,  if  a  man  takes  a  promis- 
sory note  for  two  months'  salary  in  1916,  but  does  not  include  it  in 
his  return  as  income,  he  is  not  entitled  to  any  deduction  if  he  deter- 
mines in  1919  that  the  note  is  worthless.  Bonds  are  debts  and  when 
they  are  ascertained  to  be  worthless  the  cost  may  be  deducted  as  a 
loss.  Stocks  are  not  debts  and  when  they  become  worthless  there 
can  be  no  deduction  unless  they  are  sold  at  a  loss  or  unless  they 
cease  to  exist  as  property  because  of  the  dissolution  of  the  corpora- 
tion. 

Deduction  for  Depreciation.  The  law  permits  the  deduction 
of  a  reasonable  allowance  for  the  depreciation  of  property  used  in 
the  trade  or  business,  which  includes  buildings  held  for  renting 
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purposes  and  farm  buildings  and  live  stock,  as  well  as  the  buildings 
and  machinery  used  in  a  mercantile  or  manufacturing  business. 
It  applies  only  to  property  held  as  a  permanent  asset  and  not  to 
stock  in  trade  or  materials  used  in  manufacturing.  Depreciation 
means  the  physical  exhaustion  or  wear  and  tear  of  property  and  not 
a  shrinkage  in  value.  Thus  stocks  and  bonds,  the  good  will  of  a 
business,  or  unimproved  real  estate,  not  being  subject  to  wear  and 
tear,  cannot  be  the  basis  for  any  depreciation  deduction.  This 
allowance  may,  however,  cover  the  anticipated  obsolescence  of 
property.  Where  it  is  known  that  property  is  going  out  of  date  and 
will  be  entirely  worthless  after  a  certain  period  of  years,  this  decline 
in  value  may  be  anticipated  and  charged  in  the  current  year.  Special 
provision  is  made  for  deducting  an  allowance  for  amortizing  the  cost 
of  plants  acquired  by  war  industries.  The  disappearing  value  of 
patents  may  be  deducted  as  a  depreciation  allowance.  No  deduction 
is  allowed  for  the  depreciation  of  property  held  for  personal  use, 
such  as  a  pleasure  automobile  or  a  dwelling  house.  Where  the  dwell- 
ing is  partly  used  for  business,  as  where  a  physician  has  his  oflBce  in 
his  home  or  where  the  owner  of  an  apartment  building  occupies 
part  and  rents  part,  the  total  depreciation  should  be  apportioned 
and  the  deduction  should  include  only  that  part  which  covers  the 
use  of  the  property  for  business  purposes.  The  deduction  must  be 
explained  on  the  Return  by  showing  separately  for  each  class  of 
property,  its  character,  cost  or  value  on  March  1,  1913,  its  estimated 
life,  and  the  depreciation  charged  for  all  prior  years.  The  value  on 
March  1,  1913,  of  property  then  owned,  or  the  cost  if  subsequently 
acquired  should  be  equally  divided  over  the  number  of  years  of 
estimated  life  and  the  amount  thus  found  deducted  in  each  year. 
It  should  be  assumed  that  the  property  will  be  kept  in  reasonable 
repair.  If  property  is  not  kept  in  repair  the  depreciation  sustained 
will  be  larger,  and  it  is  also  conceivable  that  the  property  may  be 
kept  in  such  good  repair  that  no  depreciation  occurs,  in  which  case 
no  allowance  may  be  claimed.  Where  an  allowance  for  exhaustion  has 
been  claimed  in  one  year,  the  amount  subsequently  expended  to  make 
good  the  property  cannot  then  be  deducted  as  an  expense,  but  must 
be  treated  as  a  use  of  the  depreciation  reserve.  It  is  obvious  that  the 
amount  of  the  allowance  depends  in  every  case  upon  the  peculiar 
facts  involved,  including  the  age  and  condition  of  the  property  when 
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acquired  and  the  character  of  its  use.  The  following  rates,  however, 
are  suggestive  of  the  proper  allowance  under  average  conditions: 
frame  buildings  4%-10%;  brick  buildings  2%-3%;  brick-and-steel 
buildings  2%;  reinforced  concrete  and  stone  buildings  l%-2%; 
automobiles,  motor  trucks,  and  farm  tractors  10%-25%;  horses  and 
wagons  15%-25%;  light  or  rapidly  operating  machinery  20%-30%; 
heavy  machinery  5%-10%;  boilers,  engines,  motors,  5%-10%; 
office  furniture  and  books  20%. 

Depletion  of  National  Resources.  A  person  engaged  in  mining, 
logging,  or  similar  business  of  converting  natural  resources  or  receiv- 
ing royalties  from  property  so  employed,  may  deduct  an  allowance 
for  the  exhaustion  of  the  natural  resources.  This  allowance  must  be 
determined  according  to  special  regulations  and  must  be  carried 
in  prescribed  accounts. 

Contribution  to  Charities.  Individuals  are  allowed  to  deduct 
contributions  or  gifts  made  within  the  year  to  certain  classes  of 
charitable  organizations  in  an  amount  not  in  excess  of  15%  of  the 
net  income  as  computed  without  the  benefit  of  this  deduction.  The 
members  of  partnerships,  in  computing  their  net  income  may  indi- 
vidually take  credit  for  their  proportion  of  such  gifts  made  by  the 
firm.  The  deduction  is  allowed  only  for  contributions  made  to  cor- 
porations or  associations  organized  and  operated  exclusively  for 
religious,  charitable,  scientific,  or  educational  purposes,  or  for  the 
prevention  of  cruelty  to  children  and  animals,  no  part  of  the  net 
income  of  which  inures  to  the  benefit  of  any  private  stockholder  or 
individual,  or  to  the  special  fund  authorized  by  Congress  for  Voca- 
tional Rehabilitation.  Donations  made  to  an  organized  church  for 
any  activity  in  furtherance  of  religion  are  deductible.  Gifts  made  to 
individuals  are  not  deductible  although  in  the  nature  of  charitable 
donations. 

Filing  the  Return.  The  Return  must  be  filed  on  or  before 
March  15.  In  case  of  sickness  or  absence,  but  not  for  any  other 
cause,  the  collector  of  internal  revenue  may  grant  an  extension  of 
thirty  days '  upon  written  application  therefor  made  before  the 
Return  is  due.  Extensions  for  other  causes  must  be  secured  from 
Washington.  If  the  Return  is  not  filed  in  time,  the  taxpayer  is 
subject  to  a  penalty  of  $1,000,  and,  unless  it  is  shown  that  the  delay 
was  due  to  a  reasonable  cause  and  not  to  wilful  neglect  or  mere 
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Qversight,  to  a  further  penalty  of  25%  of  the  amount  of  the  tax. 
The  Return  may  be  filed  by  maihng  it  early  enough  to  reach  the  col- 
lector within  the  required  time,  but  it  is  not  filed  merely  because  it 
is  deposited  in  the  mails  on  the  due  day.  The  Return  should  be 
filed  in  the  oiKce  of  the  collector  of  internal  revenue  for  the  district 
in  which  the  taxpayer  resides  or  has  his  principal  place  of  business. 
Returns  of  Information  are  to  be  mailed  direct  to  Washington, 
according  to  the  instructions  on  the  Return. 

Payment  of  Tax.  The  tax  is  due  in  four  equal  installments  on 
March  15,  June  15,  September  15,  and  December  15.  Except  for 
the  first  installment  which  is  due  without  any  bill  or  notice,  payment 
need  not  be  made  until  notice  has  been  given  by  the  collector.  Pay- 
ment of  the  whole  tax'  may  be  made  on  or  before  the  date  when  the 
Return  is  due.  If  any  installment  is  not  paid  when  it  is  due,  the 
whole  amount  of  the  tax  becomes  due  and  payable  upon  notice  and 
demand  by  the  collector.  Payment  must  be  made  in  cash  or  bank 
check  or  draft  which  will  not  involve  cost  of  collection.  An  uncerti- 
fied check  will  be  received.  If  the  tax  is  not  paid  on  time  there  is 
a  penalty  of  5%  of  the  amount,  with  interest  of  1%  per  month  from 
the  date  when  the  tax  was  due.  The  tax  and  penalty  may  be  col- 
lected by  court  action  or  by  seizure  and  sale  of  the  property  of  the 
delinquent  without  court  action. 

ILLUSTRATIVE  CASES 

Dry  Goods  Store.  Abel  Wise  conducted  a  dry  goods  store. 
In  December,  1918,  he  inventoried  his  stock  in  trade  at  S2 1,000, 
which  was  the  cost.  During  1919  he  purchased  S63,000  worth  of 
goods  and  sold  a  total  of  $81,000  in  retail  trade.  In  December, 
1919,  his  goods  inventoried  $27,000  at  cost  price  and  would  be  more 
at  market  value,  although  he  had  no  more  on  hand  than  at  the  time 
of  the  previous  inventory.  During  the  year  his  family  had  used 
$247  worth  of  goods  taken  from  the  stock.  How  must  Wise  show 
these  facts  in  his  schedule?  Answer:  Abel  Wise  will  add  the  inven- 
tory of  stock  on  hand  at  the  first  of  the  year  to  the  purchases,  making 
$84,000,  and  will  deduct  the  inventory  taken  in  December,  1919, 
giving  a  net  cost  of  $57,000.  This  amount  deducted  from  the  sales 
of  $81,000  leaves  $24,000  as  gross  income.  The  value  of  the  goods 
consumed  must  be  added.    In  addition,  Wise  will  deduct  from  this 


25 


16  FEDERAL   INCOME  AND   WAR  TAX  LAWS 

his  general  expenses,  losses,  depreciation,  etc.,  to  determine  his  net 
income. 

Landlord.  Christopher  Hansen  owned  an  apartment  house 
containing  three  apartments,  all  of  which  were  heated  by  one  furnace 
in  the  basement.  Hansen  lived  in  the  first  floor  apartment  with  his 
family  and  rented  the  two  upper  apartments  for  $45  a  month  each, 
furnishing  the  heat,  light  for  the  halls,  the  running  water,  and  a 
janitor.  How  should  the  apartment  figure  in  Hansen's  income  sched- 
ule? Answer:  Hansen  must  determine  how  much  of  the  cost  of 
the  heat,  light,  running  water,  and  janitor  service  is  attributable  to 
his  own  apartment,  and  the  balance  of  such  cost  he  may  deduct 
from  his  gross  income  as  expense.  The  same  proportion  of  the 
depreciation  of  the  building  should  also  be  deducted.  The  entire 
amount  received  as  rent,  but  not  the  rental  value  of  his  own  apart- 
ment, must  be  included  in  the  gross  income. 

Professional  Income.  George  Lee  is  a  physician,  supporting  a 
family.  He  owns  an  automobile  driven  by  a  chauffeur,  used  both  in 
his  professional  work  and  sometimes  for  pleasure.  He  employs  an 
assistant  in  his  work,  paying  him  $80.00  a  month;  one-fourth  of  the 
assistant's  time  is  spent  in  St.  Joseph's  hospital  on  charitable  work, 
which  the  doctor  charges  up  on  his  expense  account  to  "good  will 
promotion."  He  pays  $400  a  year  in  club  dues,  etc.,  which  he 
charges  up  to  the  same  account.  He  appropriates  $200  a  year  to 
medical  magazines  and  books.  His  office  expenses  are  $100  a  month. 
He  gives  $200  a  year  to  the  local  charity  organization  and  spends 
$500  a  year  attending  medical  conventions  and  clinics.  Llis  income 
from  professional  work  is  $20,000  in  the  year.  How  shall  these  items 
be  noted  in  his  tax  schedule?  Answer:  Expenses  of  business  include 
(1)  estimated  cost  of  operating  automobile,  including  chauffeur's 
salary,  gasoline,  repairs,  depreciation,  etc.,  for  the  time  in  which 
automobile  is  subject  to  use  in  the  business;  (2)  three-fourths  of 
assistant's  salary;  (3)  cost  of  professional  magazines  and  books,  not 
including  books  of  permanent  value;  (4)  office  expenses;  (5)  cost  of 
attending  conventions  and  clinics.  Club  dues  and  other  expenses 
are  not  incurred  in  carrying  on  business,  but  are  merely  personal 
expenses.  The  value  of  the  assistant's  service  for  the  hospital  and 
gift  of  $200  may  be  deducted  as  charitable  contributions,  if  the  local 
charity  organization  is  organized  and  operated  exclusively  for  chari- 
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table  purposes,  and  if  no  part  of  its  net  income  inures  to  the  benefit 
of  any  private  stockholder  or  individual.  George  Lee's  net  income 
(disregarding  the  cost  of  running  the  automobile)  is  therefore  S16,940, 
upon  which  his  tax  is  $1,511.00. 

Exempt  Income.  Howard  Johnson,  unmarried,  has  an  income 
of  $60.00  a  month  as  a  law  clerk.  He  owns  LTnited  States  Steel 
Stock  netting  him  an  income  of  $500  a  year.  On  May,  1919,  he 
received  $10,000  as  a  legacy  from  his  mother's  estate,  all  of  which  he 
invested  in  United  States  Liberty  Bonds,  netting  him  3|%  interest, 
payable  semi-annually,  June  15  and  December  15.  How  shall 
Johnson  make  his  return  for  the  year  1919?  Answer:  The  gift  from 
his  mother's  estate  is  not  taxable  and  need  not  appear  anywhere  in 
his  Income  Tax  Return.  His  gross  income  includes  salary  $720,  and 
dividends  $500,  total  $1,200,  so  he  must  file  a  Return.  The  interest 
on  the  Liberty  Bonds  is  not  shown  on  the  Return  and  the  dividends 
are  exempt  from  the  Normal  Tax.  The  personal  exemption  of 
$1,000  leaves  no  taxable  income. 

Securities.  On  June  1,  1919,  Jacob  Benson,  a  bachelor,  bor- 
rowed $20,000  at  6%  interest,  buying  therewith  333  shares  of  Atlantic 
Submarine  Stock  at  $60.00  per  share.  During  the  year  the  stock 
went  to  $90.00  a  share  and  on  December  1,  1919,  7%  dividends  were 
paid.  How  shall  Benson  make  his  return  on  this  stock,  assuming 
that  his  salary  is  $10,000  a  year?  Answer:  The  increase  in  the  value 
of  the  stock,  not  being  realized  by  a  sale,  is  not  income.  The  income 
Return  should  show  salary,  $10,000,  and  dividends,  $2,331.  The 
seven  months'  interest  of  $700  paid  on  the  loan  may  be  deducted. 
Income  subject  to  the  normal  tax  is  therefore  $10,000,  less  $700,  or 
$9,300;  deducting  the  $1,000  exemption,  the  normal  tax  will  be  $160, 
plus  $344,  or  $504.  Income  subject  to  the  surtax  is  $11,631,  and  the 
surtax  is  $175.24.    The  total  tax  due  is  therefore  $679.24. 

The  pages  that  follow  discuss  in  detail  the  Federal  Income  Tax 
Law,  giving  many  typical  cases  and  citing  the  rulings  of  the  Federal 
authorities.  The  presentation  represents  the  results  of  experience 
during  the  entire  period  of  operation  of  the  income  tax  law  and 
has  been  proved  to  be  the  most  practical  and  workable  tax  book 
on  the  market.  A  special  index  at  the  end  of  the  article  makes  refer- 
ence to  the  guide  easy.  The  article  is  printed  here  by  permission  of 
KixMiller  &  Baar,  Publishers,  Chicago. 
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THE  WAR  TAX  LAW 

1.  Statute  and  Regulations.  Present  Federal  Internal  Revenue  Taxes 
are  properly  referred  to  as  War  Taxes,  because  the  very  high  rates  of 
tax  imposed  and  the  wide  field  of  subjects  covered  are  directly  due  to 
the  extraordinary  need  for  revenue  resulting  from  the  war.  The  end  of 
the  war,  however,  will  not  bring  even  remotely  the  end  of  the  taxes 
imposed  by  the  present  law.  Certainly,  income  taxes,  and  probably 
excess  profits  taxes,  will  continue  to  be  an  established  part  of  the  fiscal 
system  of  the  Federal  Government  and  the  rates  cannot  be  expected  to 
return  to  the  pre-war  standard.  The  War  Taxes  are  imposed  by  the  Reve- 
nue Act  of  1918,  enacted  February  25,  1919;  this  law  applies  to  all  future 
years  until  repealed.  All  the  federal  legislation  providing  for  the  taxes 
on  incomes  and  profits  and  the  war  taxes  on  transactions  and  commodi- 
ties is  collected  and  codified  by  this  one  law.  The  statute,  however,  is 
only  the  foundation;  the  practical  application  of  the  law  depends  upon  the 
rulings  of  the  Treasury  Department,  which  prescribe  the  details  of  inter- 
pretation and  administration.  Since  the  passage  of  the  law  it  has  been 
found  necessary  to  issue  regulations  of  several  hundred  pages  to  explain 
and  supplement  the  statute.  The  statute,  the  regulations  issued  under 
it,  and  court  decisions,  together  with  those  regulations  of  prior  years 
which  remain  applicable,  are  the  authority  for  the  statements  made  in 
this  Guide. 

2.  Previous  Legislation.  The  War  Taxes  are  in  many  respects  sim- 
ilar to  those  imposed  in  Civil  War  times  and  again  resorted  to  because 
of  emergency  in  1898  and  1914.  Income  taxes  were  levied  at  the  time 
of  the  Civil  War  but  the  present  system  really  began  in  1909,  with  the 
tax  on  corporation  incomes  designed  to  supplement  the  reduced  tariff. 
In  1913,  after  the  adoption  of  the  Sixteenth  Amendment  removing  cer- 
tain constitutional  restrictions  upon  income  taxation,  a  general  law 
was  adopted  taxing  individuals  as  well  as  corporations.  This  was  re- 
vised and  extended  by  the  Revenue  Law  of  1916,  and  again  by  the 
Revenue  Law  of  1917,  which  introduced  the  Excess  Profits  Tax.  Stamp 
taxes,  special  occupation  taxes,  excise  taxes,  and  the  capital  stock 
tax,  were  adopted  in  1914,  1916,  and  1917,  along  lines  used  in  previous 
laws.  All  these  taxes,  and  the  new  War  Profits  Tax,  were  re-enacted 
by  the  1918  law,  with  increases  in  rates  and  with  many  additional 
features.  The  present  law  has  therefore  many  of  the  features  developed 
under  the  old  laws  and  will  be  governed  in  its  interpretation  and  ad- 
ministration by  the  Regulations  of  the  Treasury  Department  and  the 
judicial  decisions  under  the  former  laws,  as  well  as  under  the  present  law. 

3.  Rulings  of  the  Treasury  Department.  The  administration  of  the 
Revenue  Law  is  in  the  hands  of  the  Treasury  Department  and  the  Bureau 
of  Internal  Revenue.  The  Secretary  of  the  Treasury  and  the  Commis- 
sioner of  Internal  Revenue  are  expressly  authorized  to  make  rules  and 
regulations  to  carry  out  the  provisions  of  the  law  and  collect  the  tax. 
These  rulings  are  promulgated  either  as  decisions  of  particular  questions 
or  instructions  on  particular  subjects,  known  as  Treasury  Decisions,  or 
as  numbered  Regulations  which  cover  an  entire  branch  of  the  law  and 
provide  general  instructions  for  its  administration.  These  may  be  se- 
cured from  local  collectors.  In  addition,  instructions  to  collectors  and 
revenue  agents  are  issued  in  other  forms  and  letters  of  advice  are 
addressed  to  taxpayers,  many  of  these  being  made  public  through  unoffi- 
cial channels.     Rulings  issued  after  the  publication  of  this  book  are  con- 


29 


6  INCOME  AND  PEOFITS  TAXES 

tained  in  the  War  Tax  Bulletin  Service  provided  by  the  publisher,  in 
which  all  necessary  modifications  of  the  text  are  pointed  out. 

4.  Effect  of  Rulings.  Within  the  limits  of  the  authority  conferred, 
the  regulations  have  all  the  force  and  effect  of  law  and  are  binding  upon 
the  taxpayer  to  the  same  extent  as  the  statute  itself.  But  the  regula- 
tions have  no  force  beyond  that  which  is  derived  from  the  law  as 
enacted  by  Congress.  A  taxing  statute  must  be  strictly  construed,  and 
the  regulations  may  not  lawfully  extend  the  operation  of  the  tax  beyond 
that  which  is  definitely  imposed  by  Congress  in  the  particular  language 
used  in  the  law.  Where  this  is  attempted,  the  taxpayer  is  entitled  to 
relief  in  the  courts.  Except  where  an  appeal  to  the  courts  is  contem- 
plated, the  taxpayer  must  conform  to  the  rulings  of  the  Treasury  De- 
partment, and  the  advice  given  in  this  book  is  directed  to  that  end. 
The  few  cases  where  the  position  taken  in  the  text  differs  from  that  of 
the  Treasury  Department  are  expressly  designated. 

TITLE  I.    THE  INCOME  AND  EXCESS  PROFITS  TAX 

5.  The  statute  distinguishes  between  the  Income  Tax  upon  individ- 
uals, the  Income  Tax  upon  corporations,  and  the  Excess  Profits  Tax. 
Under  the  arrangement  used  in  this  Guide,  these  taxes  are  first  treated 
with  respect  to  the  different  classes  of  taxpayers  to  whom  they  apply. 
The  Excess  Profits  Tax  applies  only  to  corporations,  and  to  similar  asso- 
ciations which  are  classified  as  corporations  under  the  tax  law.  Per- 
sonal service  corporations  (par.  39)  and  partnerships  are  not  subject  to 
any  tax,  but  must  make  returns.  Estates  of  certain  kinds  (par.  46)  are 
taxed  like  individuals.  The  "invested  capital"  and  "net  income" 
upon  which  these  taxes  are  based,  are  then  discussed  under  separate 
headings.  Finally,  the  requirements  with  reference  to  Returns  and 
payment  of  tax  and  other  administrative  features  are  treated  in  con- 
nection with  all  of  these  taxes. 

PART  1.     TAX  RATES,  EXEMPTIONS,  AND  APPLICATION. 
1.    Individuals. 

6.  Persons  Subject  to  the  Tax.  The  income  received  by  an  indi- 
vidual is  not  subject  to  the  Excess  Profits  Tax,  The  Income  Tax  is  not 
limited  to  income  from  business,  but  applies  to  every  person  receiving 
from  any  source  whatever  a  net  income  in  excess  of  the  exemptions. 
Not  only  citizens  and  aliens  residing  in  the  United  States,  but  also  non- 
resident aliens  receiving  income  from  this  country  and  citizens  residing 
abroad,  without  regard  to  the  source  of  their  income,  are  covered  by  the 
law.     Married  women  and  persons  not  arrived  at  legal  age  are  taxed. 

7.  The  Personal  Exemption.  Every  individual  receives  a  "personal 
exemption"  upon  which  no  income  tax  is  paid,  in  the  following  amounts: 
Husband  and  wife,  living  together,  from  their  aggregate  net  income, 
$2,000;  head  of  a  family,  $2,000;  single  person,  $1,000;  for  each  dependent 
(not  husband  or  wife)  under  18  years  of  age  or  incapable  of  self  support, 
in  addition,  $200. 

8.  Credit  for  Dividends  and  Exempt  Interest.  In  computing  the 
normal  tax,  credit  is  allowed,  as  shown  in  the  illustration  on  page  11, 
and  as  more  fully  explained  at  pars.  124  and  82  of  the  text,  for  divi- 
dends received  upon  stock  of  a  corporation  which  is  itself  subject  to  the 
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Income  Tax  Law,  and  for  interest  received  upon  partly  tax  exempt 
bonds.  This  is  after  determining  the  net  income  and  is  altogether  dif- 
ferent from  the  deductions  made  for  that  purpose.  These  credits  do 
not  apply  in  computing  the  surtax. 

9.  The  Normal  Tax.  The  Income  Tax  on  individuals  includes  two 
taxes  computed  by  different  methods.  There  is  a  tax  which  applies  at 
the  same  rate  to  every  individual.  This  is  the  Normal  Tax.  The  rates 
are:  $4,000  of  Net  Income  (in  excess  of  exemptions  and  credits),  4%; 
remainder  of  Net  Income,  8%.  For  example,  a  single  person,  not  the 
head  of  a  family,  will  pay  no  normal  tax  on  the  first  $1,000  of  his  net 
income,  4%  on  the  next  $4,000  or  part  thereof,  and  8%  on  all  the  remain- 
der, whether  his  net  income  is  $10,000  or  $200,000.  If  his  net  income  is 
$6,000,  his  normal  tax  will  be  $240.     In  addition,  he  will  pay  a  surtax. 

10.  The  Surtax.  If  the  net  income  of  an  individual  exceeds  $5,000, 
it  is  subject  to  the  surtax,  which  is  at  different  rates  on  successive 
parts  of  the  income,  increasing  rapidly  as  the  income  grows  larger.  The 
personal  exemption  is  not  used  to  compute  this  tax.  For  example,  if  the 
net  income  exceeds  $5,000,  the  surtax  will  amount  to  1%  on  the  excess 
up  to  $1,000  or  a  net  income  of  $6,000.  If  the  net  income  is  greater 
than  $6,000,  the  excess  up  to  $8,000  is  taxed  2%,  and  a  higher  rate  is 
imposed  on  each  succeeding  part  of  the  net  income,  increasing  by  1% 
for  each  $2,000  up  to  $i00,000  and  then  by  greater  steps  to  65%.  The 
Income  Tax  Table  on  page  8  shows  all  the  rates  of  surtax  and  a  con- 
venient method  of  computation. 

11.  Returns  Required.  An  annual  Return  (Form  1040),  showing  in 
detail  the  gross  income  and  the  net  income  for  the  calendar  or  fiscal 
year,  must  be  filed  by  every  single  person  receiving  a  net  income  of 
$1,000  or  over  during  the  year,  even  though  the  head  of  a  family  or  for 
any  other  reason  not  subject  to  tax,  and  by  every  married  person  living 
with  husband  or  wife  where  the  husband  and  wife  receive  an  aggregate 
net  income  of  $2,000  or  over  during  the  year.  The  Return  must  be 
filed  with  the  Collector  of  Internal  Revenue  for  the  district  in  which 
the  taxpayer  resides  or  has  his  principal  place  of  business,  on  or  before 
March  fifteenth  of  each  year  or  within  two  months  and  fifteen  days  fol- 
lowing the  close  of  the  established  fiscal  year  of  the  taxpayer.  (For 
further  discussion  of  the  Return,  see  pars.  200-211.) 

12.  Returns  of  Husband  and  Wife.  A  Return  by  the  husband  and 
wife  is  required  if  the  combined  net  income  of  husband  and  wife  (living 
together)  is  $2,000  or  more.  If  a  man  earns  $1,100  and  his  wife  earns 
$600,  no  Return  is  due,  but  a  Return  must  be  filed  if  he  has  a  net  income 
of  $1,800  and  she  has  a  net  income  of  $600.  This  may  be  two  separate 
Returns  or  the  wife  may  subscribe  to  the  joint  Return  made  by  both 
the  husband  and  the  wife.  If  the  amount  of  the  wife's  income  is  small, 
it  is  acceptable  if  only  the  husband  signs  the  Return.  The  Return  should 
show  separately  the  income  received  by  each. 

13.  Married  Woman's  Separate  Return.  A  married  woman  may 
make  a  separate  Return  of  her  own  income,  and  should  do  so  if  the  net 
income  of  her  husband  or  herself  exceeds  $5,000,  as  the  surtax  is  imposed 
upon  the  separate  incomes  and  the  assessment  is  much  more  convenient 
Upon  separate  than  upon  combined  Returns.  The  8%  rate  applies  also 
to  the  incomes  separately  and  not  combined;  that  is,  both  the  husband 
and  wife  may  each  receive  $4,000  above  the  exemption,  upon  which  they 
pay  only  4%,  before  any  of  the  income  is  taxed  at  8%. 
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INDIVIDUAL  INCOME  TAX  TABLE 

Showing  Total  Tax  and  Convenient 
Method  of  Computation 

Begin  at  the  first  column  with  the  largest  amount  which  is  included  in  your 
net  income,  and  read  across  the  page. 

The  figures  given  are  for  a  married  person  or  the  head  of  a  family  with  a 
personal  exemption  of  $2,000,  not  receiving  any  dividends  or  exempt  interest. 

For  a  single  person  find  the  total  tax  according  to  the  table  and  then  add 
$80  where  the  net  income  exceeds  $6,000  or  $40  where  the  net  income  is  less 
than  $5,000. 

Where  there  are  dependents,  as  defined  by  the  law,  other  than  husband  or 
wife,  from  the  amount  shown  by  the  table  deduct  $16  for  each  dependent  where 
the  net  income  exceeds  the  total  personal  exemption  by  $4,000  or  more,  or  $S  for 
each  dependent  where  the  net  income  is  between  the  personal  exemption  and 
$6,000.  If  the  net  income  does  not  come  in  either  of  these  classes,  compute  the 
tax  without  using  the  table. 

If  the  net  income  includes  any  dividends  or  interest  which  is  subject  to 
surtax  only,  from  the  amount  shown  by  the  table  deduct  8  per  cent  of  the 
amount  of  such  partially  exempt  income  if  the  remaining  net  income  exceeds  the 
personal  exemption  by  $4,000  or  more;  4  per  cent  of  such  amount  if  the  net 
income  including  the  partially  exempt  income  is  less  than  $4,000  in  excess  of  the 
personal  exemption.  If  the  net  income  does  not  come  in  either  of  these  classes, 
compute  the  tax  without  using  the  table. 


Net  bcome 

Normal 

Surtax 

Total  Tax 

Add  Tax 

on  Additional  Net  Income 

Tax 

From 

To 

Normal  Tax 

Surtax 

$      1,000 

None 

None 

None 

$   1,000 

$      2,000 

None 

None 

2,000 

None 

None 

None 

2,000 

5,000 

4% 

None 

2,500 

$      20 

None 

$        20 

2,500 

5,000 

4% 

None 

3,000 

40 

None 

40 

3,000 

5,000 

4% 

None 

4,000 

80 

None 

80 

4,000 

5,000 

4% 

None 

5,000 

120 

None 

120 

5,000 

6,000 

4% 

1% 

6,000 

160 

$        10 

170 

6,000 

8,000 

8% 

2% 

7,000 

240 

30 

270 

■    7,000 

8,000 

8% 

2% 

7,500 

280 

40 

320 

7,500 

8,000 

8% 

2% 

8,000 

320 

50 

370 

8,000 

10,000 

8% 

3% 

9,000 

400 

80 

480 

9,000 

10,000 

8% 

3% 

10,000 

480 

110 

590 

10,000 

12,000 

8% 

4% 

12,000 

640 

190 

830 

12,000 

14,000 

8% 

5% 

12,500 

680 

215 

895 

12,500 

14,000 

8% 

5% 

14,000 

800 

290 

1,090 

14,000 

16,000 

8% 

6% 

15,000 

880 

350 

1,230 

15,000 

16,000 

8% 

6% 

16,000 

960 

410 

1,370 

16,000 

18,000 

8% 

7% 

18,000 

1,120 

550 

1,670 

18,000 

20,000 

8% 

8% 

20,000 

1,280 

710 

1,990 

20,000 

22,000 

8% 

9% 

22,000 

1,440 

890 

2,330 

22,000 

24,000 

8% 

10% 

24,000 

1,600 

1,090 

2,690 

24,000 

26,000 

^7o 

11% 
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Net  lacoma        Norma]  Sortaz  Total  Tax         Add  Tax  on  Additional  Net  Income 


Tax 

From 

To       1 

Normal  Tax 

Surtax 

25,000 

1,680 

1,200 

2,880 

25,000 

26,000 

8% 

11% 

26,000 

1,760 

1,310 

3,070 

26,000 

28,000 

8% 

12% 

28,000 

1,920 

1,550 

3,470 

28,000 

30,000 

8% 

13% 

30,000 

2.080 

1,810 

3,890 

30,000 

32,000 

8% 

14% 

32,000 

2,240 

2,090 

4,330 

32,000 

34,000 

8% 

15% 

34,000 

2,400 

2,390 

4,790 

34,000 

36,000 

8% 

16% 

35,000 

2,480 

2,550 

5,030 

35,000 

36,000 

8% 

16% 

36,000 

2,560 

2,710 

5,270 

36,000 

38,000 

87o 

17% 

38,000 

2,720 

3,050 

5,770 

38,000 

40,000 

8% 

18% 

40,000 

2,880 

3,410 

6,290 

40,000 

42,000 

8% 

19% 

42,000 

3,040 

3,790 

6,830 

42,000 

44,000 

8% 

20% 

44,000 

3,200 

4,190 

7,390 

44,000 

46,000 

8% 

•   21% 

46,000 

3,360 

4,610 

7,990 

46,000 

48,000 

8% 

22% 

48,000 

3,520 

5,050 

8,570 

48,000 

50,000 

8% 

23% 

50,000 

3,680 

5,510 

9,190 

50,000 

52,000 

8% 

24% 

52,000 

3,840 

5,990 

9,830 

52,000 

54,000 

8% 

25% 

54,000 

4,000 

6,490 

10,490 

54,000 

56,000 

8% 

26% 

56,000 

4,160 

7,010 

11,170 

56,000 

58,000 

8% 

27% 

58,000 

4,320 

7,550 

11,870 

58,000 

60,000 

8% 

28% 

60,000 

4,480 

8,110 

12,590 

60,000 

62,000 

8% 

29% 

62.000 

4,640 

8,690 

13,330 

62,000 

64,000 

8% 

30% 

64,000 

4,800 

9,290 

14,090 

64,000 

66,000 

8% 

31% 

66,000 

4,960 

9,910 

14,870 

66,000 

68,000 

8% 

32% 

68,000 

5,120 

10,550 

15,670 

68,000 

70,000 

8% 

33% 

70,000 

5,280 

11,210 

16,490 

70,000 

72,000 

8% 

34% 

72,000 

5,440 

11,890 

17,330 

72,000 

74,000 

8% 

35% 

74,000 

5,600 

12,590 

18,190 

74,000 

76,000 

8% 

36% 

76,000 

5,760 

13,310 

19,070 

76,000 

78,000 

8% 

37% 

78,000 

5,920 

14,050 

19,970 

78,000 

80,000 

8% 

38% 

80,000 

6,080 

14,810 

20,890 

80,000 

82,000 

8% 

39% 

82,000 

6,240 

15,590 

21,830 

82,000 

84,000 

8% 

40% 

84,000 

6,400 

16,390 

22,790 

84,000 

86,000 

8% 

41% 

86,000 

6,560 

17,210 

23,770 

86,000 

88,000 

8% 

42% 

88,000 

6,720 

18,050 

24,770 

88,000 

90,000 

8% 

43% 

90,000 

6,880 

18,910 

25,790 

90,000 

92,000 

8% 

44% 

92,000 

7,040 

19,790 

26,830 

92,000 

94,000 

8% 

45% 

94,000 

7,200 

20,690 

27,890 

94,000 

96,000 

8% 

46% 

96,000 

7,360 

21,610 

28,970 

96,000 

98,000 

8% 

47% 

98,000 

7,520 

22,550 

30,070 

98,000 

100,000 

8% 

48% 

100,000 

7,680 

23,510 

31,190 

100,000 

150,000 

8% 

52% 

125,000 

9,680 

36,510 

46,190 

125,000 

150,000 

8% 

52% 

150,000 

11,680 

49,510 

61,190 

150,000 

200,000 

8% 

56% 

175,000 

13,680 

63,510 

77,190 

175,000 

200,000 

8% 

56% 

200,000 

15,680 

77,510 

93,190 

200,000 

300,000 

8% 

60% 

250,000 

19,680 

107,510 

127,190 

250,000 

300,000 

8% 

60% 

300,000 

23,680 

137,510 

161,190 

300,000 

500,000 

8% 

63% 

500,000 

39,680 

263,510 

303,190 

500,000 

1,000,000 

8% 

64% 

1,000,000 

79,520 

583,510 

663,030 

Over 

1,000,000 

8% 

65% 
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14.  Exemptions  of  Husband  and  Wife.  Husband  and  wife  are  en- 
titled to  only  one  exemption,  to  be  deducted  from  their  combined  in- 
comes. If  the  husband  deducts  the  $2,000  exemption  and  the  allowance 
for  dependent  children  from  his  separate  Return  in  computing  his  nor- 
mal tax,  then  his  wife  who  files  a  separate  Return  is  not  entitled  to  any 
exemption  from  normal  tax.  Therefore,  the  Treasury  Department  re- 
quires that  where  a  husband  and  wife  file  separate  Returns,  they  be 
fastened  together.  Where  one  Return  includes  the  income  of  both  hus- 
band and  wife,  the  exemption  should  be  deducted  from  their  combined 
incomes.  This  personal  exemption  is  designed  to  cover  the  essential 
living  expenses,  and  for  this  reason  is  allowed  only  once  in  a  single 
family.  Where  husband  and  wife  are  not  living  together  they  are  to  be 
treated  as  single  persons,  and  each  is  entitled  to  the  $1,000  exemption 
of  a  single  person.  If  a  separation  is  unavoidable  or  is  merely  tempo- 
rary, the  husband  and  wife  are  regarded  as  living  together. 

15.  Illustration:    Combined  Incomes  of  Husband  and  Wife.    If  the 

net  income  of  the  husband  is  $7,000  and  that  of  the  wife  is  $2,000,  the 
tax  is  as  follows:  From  the  husband's  income,  $7,000,  take  the  personal 
exemption,  $2,000,  and  the  normal  tax  is  4%  of  the  first  $4,000,  or  $160, 
and  8%  of  the  remaining  $1,000,  or  $80,  making  the  total  normal  tax  of 
the  husband  $240.  The  surtax  of  the  husband  is  1%  of  $1,000,  plus  2% 
of  $1,000,  or  $30.  The  wife  receives  no  additional  personal  exemption, 
but  her  entire  net  income  of  $2,000  is  taxed  at  4%,  being  less  than  $4,000. 
Her  normal  tax  is  thus  $80,  and  she  is  not  subject  to  surtax.  The  com- 
bined tax  of  husband  and  wife  is  $350  on  an  aggregate  income  of  $9,000. 
See  also  Hlustration  on  opposite  page. 

16.  Exemption  of  Head  of  a  Family.  A  person  is,  for  tax  purposes, 
the  head  of  a  family  and  has  an  exemption  of  $2,000  from  the  normal 
tax  where  he  actually  supports  in  one  household  one  or  more  related 
persons,  pursuant  to  some  legal  or  moral  obligation.  In  the  absence  of 
continuous  actual  residence  together,  the  circumstances  of  the  separation 
will  determine  the  existence  of  the  family  relationship.  Mere  support 
of  a  dependent  who  continuously  and  without  necessity  resides  elsewhere 
than  in  the  home  of  the  taxpayer  does  not  confer  the  $2,000  exemption 
(even  though  it  may  be  the  basis  for  a  $200  exemption).  Neither  does 
this  exemption  apply  where  the  related  persons  live  with  the  taxpayer 
but  are  not  actually  supported  by  him,  in  whole  or  in  part.  This  exemp- 
tion has  no  effect  upon  the  liability  for  filing  a  Return,  which  depends 
upon  marital  status  only.  For  example,  Andrew  Parker,  a  widower,  has 
a  son  9  years  old  whom  he  is  supporting  in  a  boarding  school,  because 
his  income  of  $1,800  per  year  does  not  permit  him  to  maintain  a  home. 
Since  he  is  not  married  he  must  file  a  Return,  but  as  the  head  of  a  family 
he  is  entitled  to  an  exemption  of  $2,000,  with  an  additional  $200  because 
of  the  dependent  child. 

17.  Exemption  for  Dependents.  For  each  person  (except  husband 
or  wife)  imder  18  years  of  age  or  incapable  of  self-support  because 
mentally  or  physically  defective,  dependent  upon  and  receiving  his  chief 
support  from  the  taxpayer,  the  taxpayer  receives  an  exemption  of  $200 
from  the  normal  tax.  For  example,  Harley  Cotton,  a  widower,  has  an 
adopted  son  16  years  old  and  two  daughters  19  and  13  years  old,  respec- 
tively, whom  he  is  supporting  in  his  household.  His  exemption  is  $2,000 
as  the  head  of  a  family  and  $400  additional  because  of  the  two  depend- 
ents under  18  years  of  age.    If  his  income  is  $4,500,  the  tax  will  be  4% 
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upon  $2,100,  or  $84.  The  additional  $200  exemption  does  not  depend 
upon  family  relationship  nor  living  together,  and  may  apply  to  a  person 
who  is  not  the  head  of  a  family.  Thus  Edward  O'Neil,  unmarried  and 
living  in  the  city,  provides  the  entire  support  of  his  mother  who  is  so 
crippled  that  she  is  physically  incapable  of  self-support  and  who  from 
choice  lives  in  the  old  homestead  in  the  country.  O'Neil  has  an  exemp- 
tion of  $1,200.  Actual  financial  dependency  and  support  is  essential. 
For  example,  where  three  minor  children  living  with  their  father  are 
chiefly  supported  by  a  trust  fund  created  by  their  grandfather's  will, 
the  father  receives  no  exemption  for  dependents,  but  only  the  $2,000 
exemption.  The  exemption  for  dependents  also  has  no  effect  upon  the 
liability  for  filing  a  Eeturn,  which  again  depends  upon  marital  status 
only. 

18.  Exemptions  to  a  Deceased  and  Surviving  Spouse.  A  married 
man  dies  in  1919.  His  executor  must  make  a  Eeturn  of  the  income  he 
received  during  1919  up  to  the  date  of  his  death,  and  may  deduct  there- 
from the  exemption  of  $2,000.  This  situation  does  not  appear  to  be 
covered  by  the  provision  for  reducing  the  exemption  when  the  Eeturn 
covers  less  than  twelve  months  because  of  a  change  in  the  fiscal  year. 
The  surviving  wife  must  make  a  Eeturn  of  the  income  she  has  received 
during  the  calendar  year,  and  may  deduct  therefrom  the  exemption  of 
$1,000.  The  executor  must  also  make  a  Eeturn  for  the  estate  of  all  in- 
come received  during  the  year  after  the  date  of  death  and  the  estate 
receives  an  exemption  of  $1,000  upon  this  income. 

19.  Exemption  Fixed  by  Status  at  the  End  of  the  Year.  The  status 
of  the  taxpayer,  for  the  purpose  of  the  exemption,  is  determined  as  of 
the  last  day  of  the  taxable  year  for  which  the  Eeturn  is  made.  A  man 
who  marries  on  December  30  is  entitled  to  deduct  the  full  amount  of  the 
exemption  applicable  to  a  married  person. 

20.  Minors.  A  parent  may  include  in  his  Eeturn  the  income  of  de- 
pendent minor  children.  Compensation  earned  by  such  children  is  income 
of  the  parent.  As  to  such  income,  there  is  no  personal  exemption  for  the 
minor.  A  minor  receiving  income  from  property  held  as  his  separate 
estate,  or  compensation  for  his  services  after  his  emancipation,  or  other 
income  not  subject  to  appropriation  by  his  parent,  must  file  a  separate 
Eeturn  and  may  claim  a  separate  exemption. 

21.  Nonresident  Aliens.  A  citizen  or  subject  of  a  foreign  country 
who  does  not  reside  in  this  country  is  a  nonresident  alien  and  is  taxed 
upon  the  income  received  from  sources  in  this  country.  An  alien  resid- 
ing in  the  United  States  and  a  citizen  residing  here  or  abroad  are  taxed 
upon  their  entire  income,  including  that  received  from  foreign  sources. 
Citizenship  is  conferred  only  by  completed  naturalization,  not  by  so- 
called  "first  papers,"  An  alien  is  not  a  nonresident  if  he  has  made  his 
home  in  this  country  and  has  no  intention  of  returning  to  any  former 
liome,  but  if  he  is  temporarily  living  in  the  United  States,  intending  to 
leave  it  at  some  indefinite  time  or  upon  the  termination  of  the  purpose 
for  which  he  came  here,  he  is  a  nonresident  alien.  From  the  income  re- 
ceived from  sources  in  this  country,  a  nonresident  alien  is  allowed 
deductions  similar  to  those  allowed  to  residents,  but  only  to  the  extent 
that  they  are  connected  with  property  in  this  country  or  income  received 
from  this  country,  and  only  if  he  files  a  Eeturn  giving  all  the  information 
required  by  the  Commissioner.  The  personal  exemptions  of  $1,000  or 
$2,000  and  $200  for  dependents  shall  not  be  allowed  if  the  country  of 
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which  the  nonresident  alien  is  a  citizen  or  subject  imposes  an  income 
tax  and  does  not  allow  a  similar  exemption  to  a  citizen  of  the  United 
States  residing  in  that  country.  Nonresident  aliens  do  not  receive  the 
benefit  of  the  lower  rate  of  normal  tax  applicable  to  the  first  $4,000  of 
taxable  net  income,  but  the  higher  rate  only  is  used.  Every  person  in 
this  country  paying  salary,  rent,  interest,  or  other  fixed  or  determinable 
annual  or  periodical  income  (except  dividends  or  interest  on  tax  free 
bonds)  to  a  nonresident  alien  must  withhold  and  pay  a  tax  of  8%  on 
such  income  (see  par.  217).  Where  an  alien,  thought  to  be  a  nonresident, 
denies  that  he  is  subject  to  such  withholding,  he  may  be  required  to  ex- 
ecute a  certificate  (Form  1078)  which  will  protect  the  employer  or 
other  person  in  paying  income  in  full.  An  alien  entitled  to  a  personal 
exemption  from  tax  may  secure  freedom  from  withholding  from  his 
salary  or  wages  by  filing  with  his  employer  an  affidavit  (on  Form  1115). 

2.    Corporations  and  Associations. 

22.  Definition.  The  term  "corporation"  refers  not  only  to  the 
ordinary  statutory  corporations  but  also  to  business  trust  associations, 
called  "Massachusetts  Trusts,"  joint  stock  companies,  limited  partner- 
ships, mutual  savings  banks  and  insurance  companies,  and  all  analogous 
business  associations,  the  net  income  of  which  is  distributed  among  the 
members  on  the  basis  of  the  shares  which  each  holds  or  the  proportion  of 
capital  which  each  has  invested.  (For  "personal  service"  corporations, 
see  par.  39).  Corporations  organized  in  this  country  are  taxed  upon 
their  income  received  from  all  sources;  corporations  organized  in  for- 
eign countries  are  taxed  upon  the  net  income  received  from  sources  in 
this  country  only. 

23.  Kinds  of  Taxes  on  Income.  The  net  income  of  a  corporation  is 
subject  to  two  distinct  taxes,  the  Excess  Profits  Tax  (called  the  Profits 
Tax  for  brevity),  and  the  Income  Tax,  each  with  different  rates,  ex- 
emptions, credits,  and  methods  of  computation.  The  Excess  Profits  Tax 
is  directed  at  the  excess  over  a  fixed  return  upon  the  invested  capital. 
This  is  shown  as  Method  1  in  the  rate  table  on  page  14.  The  tax,  how- 
ever, is  limited  to  a  maximum  determined  at  flat  rates  without  reference 
to  invested  capital.  This  is  explained  as  Method  2  in  the  rate  table. 
The  Income  Tax  is  levied  at  a  flat  rate  upon  the  taxable  income  in  ex- 
cess of  the  stated  exemptions,  and  is  in  addition  to  the  Profits  Tax. 
Every  corporation  must  ascertain  its  liability  with  respect  to  all  three 
of  these  methods  of  taxation.  The  rate  table  shows  the  rates  which 
apply  in  1919  and  subsequent  years,  until  Congress  passes  a  new  law. 
See  also  the  Illustration  on  page  14,  which  shows  the  method  of  com- 
putation. There  is  an  important  exception  made  for  government  con- 
tract income.  If  any  corporation  receives,  in  any  year  after  the  taxable 
year  1918,  a  net  income  of  more  than  $10,000  from  any  Government 
contract  or  contracts  (defined  as  in  par.  104),  made  between  April  6, 
1917,  and  November  11,  1918,  both  dates  inclusive,  it  is  subject  to  the 
Profits  Tax,  at  the  1918  rates,  including  the  War  Profits  Tax  upon  such 
income._  This  exception  has  no  application  to  the  Income  Tax  rate, 
which  is  10%  without  regard  to  the  amount  of  Government  coutj-act 
income.  There  is  also  a  maximum  limitation  of  the  Profits  Tax  upon 
the  proceeds  of  certain  sales  of  mines  or  wells  and  net  income  derived 
from  gold  mining  is  exempt  from  Profits  Tax.     (See  par.  81.) 
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CORPORATION  TAX  RATES 

Excess  Profits  Tax: 

Method  1. — Based  on  Invested  Capital: 

Excess  Profits  Credit  (par.  24) Not  Taxed 

First  Bracket. — Net  Income  in  excess  of  Credit  and  not  in  excess 

of  20%  of  Invested  Capital 20% 

Second  Bracket. — Remainder  of  Net  Income 40% 

Method  2. — Maximum  Excess  Profits  Tax.     Applies  when  less  than 
the  amount  found  by  above  method. 

Net  Income  between  $3,000  and  $20,000 20% 

Net  Income  in  excess  of  $20,000 40% 

Income  Tax: 

Method  3. — In  addition  to  the  Profits  Tax : 

Income  Tax  Credit  (par.  25) Not  Taxed 

Remainder  of  Net  Income 10% 


Illustration  of 

Computation  of  Corporation  Taxes 

Net  Income  for  1919  (see  page  31  for  computation) $472,066.64 

Invested  Capital  for  1919  (see  page  31  for  computation) 879,918.90 

Pre-war  conditions  not  involved. 

Method  1. — Excess  Profits  Tax :  Income  Rate  Tax 

Specific  exemption  $    3,000.00 

8%  of  invested  capital 70,393.51 

Excess  profits  credit $  73,393.51 

Above  credit  and  under  20%  of  invested 

capital    ($175,983.78)    102,590.27        20%        $  20,518.05 

Above  20%  of  invested  capital 296,082.86        40%  118,433.14 

$472,066.64  $138.951.19 

No  War  Profits  Tax. 

Method  2. — Maximum  Profits  Tax: 

Specific  exemption  $    3,000.00 

Between  $3,000  and  $20,000 17,000.00        20%        $    3,400.00 

Over  $20,000   452,006.64        40%,  1S0,826.()0 

(Maximum  does  not  apply) $472,006.64  $184,226.66 

Method  3. — Income  Tax  : 

Exempt  Liberty  Bond  interest $       298.00 

Specific  exemption  2,000.00 

Credit  for  profits  tax 138,951.19 

Remainder  of  net  income 330,817.45        10%        $  33,081.75 

.$472,006.64 
Total  Income  and  Profits  Tax $172,032.94 
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24.  Excess  Profits  Credit.  The  credit  for  the  Excess  Profits  Tax 
consists  of  a  specific  exemption  of  $3,000  plus  8%  of  the  invested  cap- 
ital, the  determination  of  which  is  separately  discussed.  Only  the  net 
income  in  excess  of  this  credit  is  subject  to  the  Excess  Profits  Tax.  In 
all  cases  of  Return  covering  less  than  twelve  months,  the  credit  will  be 
proportionately  reduced. 

25.  Income  Tax  Credit.  Before  computing  the  Income  Tax,  credit 
is  allowed  for  the  amount  assessed  as  Profits  Tax  for  the  same  taxable 
year.  In  addition,  there  is  a  specific  exemption  for  a  domestic  corpora- 
tion of  $2,000  and  the  net  income  is  also  reduced  by  the  amount  of  par- 
tially exempt  interest  (such  as  that  upon  Liberty  Bonds),  which  is  sub- 
ject to  the  Profits  Tax,  but  not  to  the  Income  Tax.  When  the  Return 
covers  less  than  twelve  months  because  of  a  change  in  the  fiscal  year 
(but  not  if  for  some  other  cause),  the  specific  exemption  is  proportion- 
ately reduced. 

26.  Profits  Tax  Fixed  by  Comparison.  The  chief  means  provided  by 
the  law  for  preventing  inequality  and  hardship  in  the  assessment  of  the 
Excess  Profits  Tax,  is  the  use  of  a  rate  found  by  comparison  with  repre- 
sentative corporations  rather  than  the  rates  of  the  law  based  upon  the 
actual  invested  capital.  This  "comparative  rate,"  as  it  may  be  called, 
is  the  same  percentage  or  proportion  of  the  net  income  of  the  corpora- 
tion in  question,  as  the  percentage  of  Profits  Tax  to  net  income  in  the 
case  of  representative  corporations  engaged  in  a  similar  business  whose 
invested  capital  can  be  satisfactorily  determined  and  which  are  similarly 
circumstanced  as  to  gross  income,  net  income,  profits  per  unit  on  business 
transacted  and  capital  employed,  amount  and  rate  of  excess  profits  and 
all  other  relevant  facts.  This  contemplates  a  special  comparison  in  each 
case,  and  not  the  determination  of  a  general  average  for  any  business 
or  class  of  business.  For  example,  if  the  Profits  Tax  of  similarly  sit- 
uated representative  corporations  in  the  manufacturing  hardware  busi- 
ness is  17%  of  the  net  income,  in  the  case  of  a  manufacturing  hardware 
business  where  any  of  the  following  conditions  exist,  the  Profits  Tax  will 
be  17%  of  the  net  income. 

27.  Application  of  the  Comparative  Rate.  The  Profits  Tax  will  be 
assessed  at  the  comparative  rate  in  the  following  cases:  (1)  Where  the 
Commissioner  is  unable  satisfactorily  to  determine  the  invested  capital. 
(2)  In  the  case  of  foreign  corporations.  (3)  Where  a  mixed  aggregate 
of  tangible  and  intangible  property  has  been  paid  in  for  stocks  and  bonds 
and  the  Commissioner  is  unable  to  determine  the  respective  values  of 
the  several  classes  of  property  at  the  time  of  payment  or  to  distinguish 
the  property  paid  in  for  stock  from  that  paid  in  for  bonds.  (4)  Where 
the  Commissioner  finds,  upon  application  of  the  corporation,  that  if  the 
tax  were  determined  by  the  general  rule  of  the  law  it  would,  owing  to 
abnormal  conditions  affecting  the  income  or  capital  of  the  corporation, 
work  upon  the  corporation  an  exceptional  hardship,  evidenced  by  gross 
disproportion  between  the  rate  of  the  tax  so  computed  and  the  rate  of  tax 
in  the  case  of  representative  corporations.  This  last  provision  shall  not 
apply  to  any  case  (a)  in  which  the  tax  is  high  merely  because  the  cor- 
poration earned  during  the  year  a  high  rate  of  profits  upon  a  normal 
capital,  nor  (b)  in  which  50%  or  more  of  the  gross  income  was  de- 
rived from  government  contracts  on  a  cost-plus  basis  or  made  between 
April  6,  1917,  and  November  11,  1918.  The  tax  will  not  ordinarily  be 
computed  under  this  rule  merely  because  the  form  or  manner  of  organiza- 
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tion  of  the  corporation  or  the  limitations  of  the  statute  result  in  a 
greater  tax  than  would  otherwise  be  payable.  There  are  no  rulings 
to  define  the  "abnormal  conditions"  mentioned  by  the  statute,  nor 
to  indicate  when  the  Commissioner  will  be  "unable  satisfactorily 
to  determine"  the  invested  capital,  but  the  decisions  will  probably 
adopt  to  some  extent  the  tests  of  special  relief  described  in  former 
regulations  or  proposed  legislation,  in  substance  as  follows:  1.  Im- 
possibility of  accurately  computing  invested  capital  because  of  de- 
fective accounting  or  lack  of  adequate  data.  2.  Substantial  inequality 
or  serious  disadvantage  in  competing  with  similar  representative  con- 
cerns, resulting  from  (a)  time,  form,  or  manner  of  organization,  (b) 
substantial  excess  of  actual  value  of  assets  as  of  Mai'ch  1,  1913,  over 
valuation  to  be  used  in  computing  invested  capital,  or  (c)  ultra  con- 
servative accounting.  3.  Invested  capital  materially  disproportionate 
to  the  net  income,  as  compared  with  similar  representative  concerns, 
because  (a)  capital  is  merely  nominal,  (b)  capital  is  in  large  part  bor- 
rowed, (c)  intangible  assets  of  recognized  and  substantial  value  are  ex- 
eluded  from  invested  capital,  (d)  the  net  income  includes  profits  real- 
ized from  activities  of  prior  years  or  capital  invested  through  a  period 
of  years,  or  includes  exti-aordinary  gains  from  prospecting,  exploration, 
or  discovery  of  minerals,  or  (e)  exceptional  amortization,  obsolescence, 
or  depletion  due  to  the  war  cannot  be  properly  recognized  under  the  law. 

28.  Procedure  Under  Comparative  Rate.  The  facts  calling  for  the 
application  of  the  comparative  rate  should  be  set  forth  in  a  statement 
attached  to  the  Eeturn  and  constituting  a  part  of  it,  prepared  in  com- 
pliance with  the  instructions  printed  on  the  Eeturn.  Application  may 
later  be  made  by  filing  a  sworn  claim  meeting  the  same  requirements. 
In  all  eases,  the  Eeturn  must  show  the  tax  as  computed  without  the 
benefit  of  this  provision.  The  first  installment  of  tax  and  all  other  in- 
stallments payable  before  the  decision  upon  the  claim,  shall  be  deter- 
mined upon  the  basis  of  the  Profits  Tax  computed  by  the  usual  method. 
Where  the  invested  capital  is  wholly  unaseertainable,  the  Profits  Tax  is 
50%  of  the  net  income,  pending  decision  on  the  claim.  The  comparative 
rate  relates  only  to  the  Profits  Tax,  and  the  10%  rate  of  Income  Tax  is 
not  affected. 

29.  Tax  for  Piscal  Year.  Where  the  Eeturn  of  a  corporation  covers 
a  fiscal  year  falling  within  calendar  years  with  different  rates  of  tax, 
the  Excess  Profits  Tax  for  the  entire  fiscal  year  will  be  computed  under 
the  rates  applicable  to  the  first  part  of  the  fiscal  year  and  again  under  the 
rates  applicable  to  the  last  part  of  the  fiscal  year.  Each  tax  will  then 
be  divided  in  proportion  to  the  number  of  months  falling  in  each  of  the 
calendar  years.  Tlie  sum  of  the  proportionate  amounts  so  determined 
will  constitute  the  Profits  Tax  for  the  fiscal  year.  This  amount  will  be 
used  to  determine  the  Income  Tax  Credit.  The  Income  Tax  will  then 
be  twice  computed  as  for  a  full  year,  using  the  entire  income  and  entire 
credit,  first  with  the  rates  of  one  calendar  year  and  then  with  the  rates 
of  the  other  year.  As  with  the  Profits  Tax,  each  resulting  tax  is  divided 
in  proportion  to  the  number  of  months  of  the  fiscal  year  falling  within 
the  calendar  year,  and  the  proportionate  amounts  added  together  give 
the  Income  Tax  for  the  fiscal  year.  The  following  illustration  shows  the 
computation  for  a  fiscal  year  ending  October  31,  1919,  with  a  net  income 
of  $40,000:  Profits  Tax  at  1918  rates,  $21,100;  at  1919  rates,  $11,200. 
Add  2/12  of  $21,100,  or  $3,516.67,  and  10/12  of  $11,200,  or  $9,333.33,  to 
get  the  Profits  Tax  for  the  fiscal  year,  which  is  $12,850.00.     Income  tax, 
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using  $12,850  as  credit  for  Profits  Tax,  at  1918  rate  of  12%  is  $3,018;  at 
1919  rate  of  10%  is  $2,515.  Add  2/12  of  $3,018,  or  $503,  and  10/12  of 
$2,515,  or  $2,095.83,  to  get  Income  Tax  for  fiscal  year,  which  is  $2,598.83. 
Total  Profits  Tax  and  Income  Tax  for  fiscal  year  is  $12,850.00  plus 
$2,598.83,  or  $15,448.83. 

30.  Partly  Personal  Service  Business.  The  Excess  Profits  Tax  ap- 
plies in  a  special  manner  to  a  corporation  deriving  part  of  its  income 
from  personal  services.  A  personal  service  corporation,  meeting  the  re- 
quirements explained  at  pars.  40-43,  is  not  subject  to  tax,  but  where  a 
corporation  derives  only  a  part  of  its  income  from  a  business  which 
would  otherwise  classify  as  a  personal  service  business,  and  derives  other 
income  from  a  business  requiring  invested  capital,  such  income  being 
more  than  incidental  to  the  personal  service  business,  the  corporation 
is  not  classified  as  a  personal  service  corporation  and  thg  income  from 
the  personal  service  business  is  not  exempt,  but  the  following  rules 
apply.  Where  not  less  than  30%  of  the  net  income  is  derived  from  a 
separate  business  or  distinctly  separate  branch  of  the  business  which  is 
a  personal  service  business,  the  Profits  Tax  is  first  computed  on  the  por- 
tion of  the  income  which  is  derived  from  capital.  The  invested  capital 
of  the  corporation  shall  be  allocated  between  each  branch  of  the  busi- 
ness as  nearly  as  may  be  in  accordance  with  the  actual  facts,  explaining 
the  apportionment  in  a  statement  on  the  return.  There  must  be  assigned 
to  the  personal  service  business  or  branch  an  amount  of  invested  capital 
at  least  as  great  as  ordinarily  required  by  a  similar  corporation  for  the 
payment  of  salaries,  office  expenses,  etc.  That  portion  of  the  invested 
capital  which  is  employed  in  producing  the  non-personal  serwce  income 
will  be  the  basis  of  the  Excess  Profits  Tax  credit.  The  specific  exemp- 
tion will  be  reduced  to  the  proportion  which  the  non-personal  service  in- 
come bears  to  the  entire  net  income.  The  percentage  rate  of  Excess 
Profits  Tax  thus  computed  to  the  entire  non-personal  service  income,  if 
not  less  than  20%,  will  be  applied  to  determine  the  Excess  Profits  Tax 
upon  the  income  from  the  personal  service  business.  If  such  rate  is 
less  than  20%,  the  Profits  Tax  upon  the  personal  service  income  will  be 
20%,  except  where  the  Profits  Tax,  computed  upon  the  aggregate  income 
and  capital  as  in  any  other  case  is  less  than  20%,  in  which  event  that 
method  shall  be  used.  This  method  of  computation  has  no  reference  to 
the  corporation  Income  Tax,  which  applies  to  the  entire  net  income  even 
where  a  portion  of  it  is  derived  from  a  personal  service  business. 

31.  Afliliated  Corporations  and  Consolidated  Returns.  Where  two 
or  more  corporations  are  affiliated  within  the  statutory  definition,  the 
Income  Tax  and  Profits  Tax  are  determined  on  the  basis  of  a  Consoli- 
dated Eeturn.  This  is  because  an  affiliation  of  corporations  is  in  effect 
a  single  business  enterprise,  analogous  to  a  business  with  separate  de- 
partments or  branches.  Without  a  Consolidated  Return,  excessive  taxes 
might  be  imposed  as  the  result  of  purely  artificial  conditions  affecting 
the  distribution  of  net  income  or  invested  capital  within  the  affiliated 
group,  or  on  the  other  hand  opportunity  might  be  afforded  for  the  eva- 
sion of  taxation  by  arbitrary  shifting  of  capital  or  income  within  the 
group.  It  is  not  optional  to  the  corporations  whether  they  will  file  sep- 
arate or  consolidated  Returns,  although  many  people  have  that  impres- 
sion, but  in  a  proper  case  the  Consolidated  Return  is  required  and 
separate  Returns  will  not  be  accepted.  Where  the  stock  of  one  company 
is  owned  by  another,  consolidation  of  the  Returns  results  in  a  substan- 
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tial  increase  of  taxes,  but  where  the  stock  is  owned  by  the  same  indi- 
viduals, consolidation  is  apt  to  give  a  saving  of  tax,  which  is  in  some 
cases  very  large.  In  the  Consolidated  Eeturn  all  the  affiliated  corpora- 
tions are  treated  as  one  single  business,  with  one  income  and  one  in- 
vested capital,  and  only  one  of  each  of  the  various  specific  exemptions  is 
allowed.  The  parent  company  or  principal  company  files  the  Consol- 
idated Eeturn  on  Form  1120,  and  each  of  the  other  affiliated  companies 
files  a  report  on  Form  1122.  The  tax  is  assessed  against  the  various 
companies  in  such  proportion  as  may  be  agreed  upon  among  them,  or  in 
proportion  to  the  respective  net  income  where  there  is  no  agreement.  It 
is  preferable  for  the  principal  reporting  corporation  to  request  that  the 
assessment  of  the  entire  tax  be  made  against  it  and  it  may  then  make 
the  distribution  between  the  companies. 

32.  When  Consolidated  Return  Required.  The  Consolidated  Eeturn 
is  required  (1)  where  one  corporation  owns  or  controls  substantially  all 
of  the  stock  of  the  other  or  others,  and  (2)  where  substantially  all  of  the 
stock  of  the  affiliated  corporations  is  owned  or  controlled  by  the  same 
interests.  In  spite  of  affiliation,  however,  no  Consolidated  Eeturn  shall 
include  the  net  income  or  invested  capital  of  a  foreign  corporation,  a 
personal  service  corporation,  or  a  corporation  which  was  organized  after 
August  1,  1914,  and  was  not  the  successor  to  a  then  existing  business 
and  which  derived  50%  or  more  of  its  gross  income  from  Government 
contracts  made  between  April  6,  1917,  and  November  11,  1918.  The 
words  "substantially  all  of  the  stock"  cannot  be  construed  to  indicate 
any  particular  percentage,  but  must  be  applied  in  each  case  according  to 
the  facts  and  circumstances.  In  any  case  involving  the  ownership  or 
control  0^95%  or  more  of  the  outstanding  voting  capital  stock  at  all 
times  during  the  taxable  year  by  a  corporation  or  by  the  same  interest, 
there  will  be  held  to  be  an  affiliation  requiring  a  Consolidated  Eeturn. 
A  Consolidated  Eeturn  may  be  required  in  any  case  of  common  owner- 
ship of  a  smaller  percentage  of  stock,  where  actual  affiliation  is  found  to 
exist.  In  all  cases  where  50%  or  more  of  the  stock  of  two  corporations 
is  held  in  affiliated  ownership  or  control,  and  where  the  conditions  of 
affiliation  have  existed  for  only  part  of  the  year,  a  full  disclosure  of  all 
pertinent  facts,  including  the  percentage  of  stock  in  each  company  held 
by  the  several  owners,  should  be  made  to  the  Commissioner,  preferably 
in  advance  of  the  time  for  filing  the  Eeturn,  with  a  request  for  instruc- 
tions as  to  whether  a  Consolidated  Eeturn  will  be  required.  Ownership 
or  control  of  stock  by  ' '  the  same  interests ' '  refers  to  one  or  more  indi- 
viduals or  partnerships,  but  wherever  the  common  owners  consist  of  more 
than  one  person,  a  Consolidated  Eeturn  will  ordinarily  not  be  required 
unless  the  percentage  of  stock  held  by  each  person  is  substantially  the 
same  in  each  of  the  affiliated  corporations.  For  example,  Edgar  Duncan 
and  Lyman  Cornell  may  between  them  own  all  of  the  stock  of  the  Valley 
Theatre  Co.  and  the  Bon  Ton  Eestaurant,  but  if  Duncan  owns  80%  of 
the  stock  of  the  Theatre  Co.,  and  35%  of  the  stock  of  the  restaurant, 
while  Cornell  owns  20%  of  the  stock  in  the  theatre  and  65%  of  the  stock 
in  the  restaurant,  no  Consolidated  Eeturn  will  be  required.  The  ques- 
tion of  affiliation  and  consequent  liability  for  a  Consolidated  Eeturn  does 
not  to  any  extent  depend  upon  the  business  relations  of  the  affiliated 
companies  nor  upon  the  similarity  of  the  businesses  which  they  carry  on, 
although  these  factoi-s  were  material  under  a  prior  law.  Under  the 
present  law,  a  Consolidated  Eeturn  may  be  required  to  cover  a  steel 
manufacturing   cotnpany,   a   bank,   a   retail   millinery   business,   and   an 


42 


INCOME  AND  PEOFITS  TAXES  19 

agricultural  corporation,  even  though  there  is  no  relationship  between 
these  companies  except  the  common  ownership  of  their  stock. 

33.  Special  RccLuirements  for  Consolidated  Retiums:  Net  Income. 
The  taxable  period  covered  by  a  Consolidated  Eeturn  must  be  the  estab- 
lished fiscal  period  of  the  principal  reporting  company,  whether  a  cal- 
endar year  or  other  fiscal  year.  If  the  books  of  the  companies  are  not 
all  kept  upon  the  same  fiscal  year  basis,  it  may  be  necessary  to  make  ap- 
portionments and  estimates  in  order  to  determine  the  net  income  and 
invested  capital  of  some  of  the  affiliated  companies  on  the  basis  of  the 
fiscal  year  of  the  principal  reporting  company.  The  consolidated  net 
income  and  invested  capital  is  determined  from  a  showing  of  the  ag- 
gregate net  income  of  each  of  the  affiliated  companies,  in  columnar  form 
to  permit  convenience  in  checking  and  verification,  and  from  a  consol 
idated  balance  sheet  prepared  according  to  approved  accounting  prac- 
tices to  show  the  actual  assets  and  liabilities  of  the  group  of  companies. 
The  determination  of  the  consolidated  net  income  shall  eliminate  all  in- 
tercompany profits  or  losses,  and  where  an  inventory  includes  property 
acquired  from  another  of  the  affiliated  corporations  the  inventory  value 
shall  be  that  which  would  be  applicable  if  the  property  were  still  held 
by  the  seller  (par.  151),  and  shall  not  reflect  any  advanced  price  charged 
to  the  purchasing  affiliated  corporation.  For  illustration,  the  books  of 
the  Ideal  Stove  Co.  may  show  a  profit  of  $10,000  resulting  from  a  sale 
made  to  the  affiliated  Ideal  Sales  Co.  of  goods  costing  $40,000.  If  the 
Ideal  Sales  Co.  has  one-half  of  these  goods  on  hand  at  the  end  of  the 
year,  it  will  inventory  them  at  $25,000  upon  its  own  books,  but  for  the 
purposes  of  the  Consolidated  Return  the  inventory  of  these  goods  will  be 
reduced  to  $20,000,  their  cost  to  the  Ideal  Stove  Co.,  and  the  profits  of 
the  Ideal  Stove  Co.  will  be  reduced  by  eliminating  the  $5,000  of  ap- 
parent profits  which  the  affiliated  corporations  have  not  yet  realized 
upon  any  sale  to  the  public.  The  other  $5,000  of  profit  has  been  actually 
realized  by  the  group  since  the  goods  were  sold  by  the  Ideal  Sales  Co. 
to  the  public  at  an  amount  greater  or  less  than  the  amount  charged  to  it 
by  the  Ideal  Stove  Co.,  which  amount  will  be  reflected  in  the  computa- 
tion of  profit  or  loss  of  the  Ideal  Sales  Co.  In  connection  with  the 
exemption  applying  to  interest  from  Liberty  Bonds  (par.  82),  there  is 
an  exception  to  the  general  rule  that  the  affiliated  corporations  are 
treated  as  a  single  corporation,  since  for  this  purpose  each  of  the  affil- 
iated corporations  is  entitled  to  the  exemption  for  Liberty  Bond  interest 
which  results  from  the  facts  which  separately  pertain  to  it.  Thus  Lib- 
erty Bond  interest  which  would  be  exempt  upon  a  separate  Return  does 
not  become  subject  to  tax  by  reason  of  a  consolidation,  nor  does  the  con- 
solidation extend  the  exemption  to  any  interest  which  would  be  taxable 
upon  a  separate  Return. 

34.  Special  Requirements  for  Consolidated  Returns:  Invested  Capital 
The  consolidated  balance  sheet  will  eliminate  all  intercompany  accounts 
receivable  and  accounts  payable  and  also  all  capital  stock  of  one  affil- 
iated company  which  is  held  by  another,  so  that  the  consolidated  bal- 
ance sheet  will  show  only  the  aggregate  of  capital  stock  and  other  lia- 
bilities of  the  group,  as  in  favor  of  the  public  or  persons  outside  of  the 
i»roup,  and  the  aggregate  surplus  available  for  the  holders  of  such  stock. 
In  computing  the  invested  capital  on  the  Consolidated  Return,  the  limi- 
tation applicable  to  the  amount  of  intangible  property  paid  in  for  stock 
which  may  be  included  in  the  invested  capital  (par.  55),  is  applied  as 
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follows:  Where  the  affiliation  results  from  the  ownership  of  stock  by 
a  parent  company,  the  amount  of  outstanding  capital  stock  which  is 
the  basis  of  the  limitation  is  the  amount  shown  by  the  consolidated 
balance  sheet  to  be  outstanding  in  the  hands  of  the  public,  thus  exclud- 
ing stock  which  is  owned  by  any  corporation  included  in  the  affiliation. 
Where  the  affiliation  results  from  the  ownership  of  stock  by  the  same 
interest,  the  limitation  is  separately  applied  with  reference  to  each 
corporation,  on  the  basis  of  its  outstanding  capital  stock  and  the  amount 
of  intangible  property  paid  in  for  its  stock,  and  the  stock  of  one  affil- 
iated corporation  can  not  be  used  as  the  basis  of  including  in  the  con- 
solidated invested  capital  any  intangible  assets  paid  in  for  the  stock  of 
another  affiliated  corporation  in  excess  of  the  limitations  applicable  sep- 
arately to  it.  Where  stock  of  a  subsidiary  corporation  was  acquired 
for  stock  of  the  parent  company,  it  will  be  considered  that  there  was 
paid  in  for  such  stock  of  the  parent  company  the  net  tangible  and  in- 
tangible assets  of  the  subsidiary  company,  rather  than  the  stock  of  the 
subsidiary  company  (which  would  all  be  treated  as  tangible  property). 
The  nature  of  the  consideration  originally  paid  in  for  the  stock  of  the 
subsidiary  company  is  not  material,  since  such  stock,  being  held  by 
another  member  of  the  affiliation  and  not  by  the  public,  is  eliminated 
from  invested  capital  in  consolidating.  The  required  reduction  of  in- 
vested capital  on  account  of  inadmissible  assets  (par.  65),  is  computed 
on  the  basis  of  the  consolidated  balance  sheet,  and  not  on  the  basis  of  4he 
separate  assets  and  liabilities  of  the  particular  affiliated  company  or 
companies  holding  the  inadmissible  assets. 

35.  Exempt  Corporations.  The  following  corporations  and  organiza- 
tions are  exempt  from  the  Income  Tax,  and  also  from  the  Profits  Tax: 
(1)  labor,  agricultural,  or  horticultural  organizations;  (2)  mutual  savings 
banks  not  having  a  capital  stock  represented  by  shares;  (3)  fraternal 
beneficiary  societies,  orders,  or  associations,  (a)  operating  under  the 
lodge  system  or  for  the  exclusive  benefit  of  the  members  of  a  fraternity 
itself  operating  under  the  lodge  system,  and  (b)  providing  for  the  pay- 
ment of  life,  sick,  accident,  or  other  benefits  to  the  members  of  such 
society,  order,  or  association  or  their  dependents;  (4)  domestic  building 
and  loan  associations  and  co-operative  banks  without  capital  stock  organ- 
ized and  operated  for  mutual  purposes  and  without  profit;  (5)  cemetery 
companies  owned  and  operated  exclusively  for  the  benefit  of  their  mem- 
bers; (G)  corporations  organized  and  operated  exclusively  for  religious, 
charitable,  scientific,  or  educational  purposes,  or  for  the  prevention  of 
cruelty  to  children  or  animals,  no  part  of  the  net  earnings  of  Avhieh 
inures  to  the  benefit  of  any  private  stockholder  or  individual;  (7) 
business  leagues,  chambers  of  commerce,  or  boards  of  trade,  not  organ- 
ized for  profit  and  no  part  of  the  net  earnings  of  which  inures  to  the 
benefit  of  any  private  stockholder  or  individual;  (8)  civic  leagues  or 
organizations  not  organized  for  profit  but  operated  exclusively  for  the 
promotion  of  social  welfare;  (9)  clubs  organized  and  operated  exclusively 
for  pleasure,  recreation,  and  other  non-profitable  purposes,  no  part  of  the 
net  earning  of  which  inures  to  the  benefit  of  any  private  stockholder  or 
member;  (10)  farmers'  or  other  mutual  hail,  cyclone,  or  fire  insurance 
companies,  mutual  ditch  or  irrigation  companies,  mutual  t»r  co-operative 
telephone  companies,  or  like  organizations  of  a  purely  local  character, 
the  income  of  which  consists  solely  of  assessments,  dues,  and  fees  col- 
lected from  members  for  the  sole  purpose  of  meeting  expenses;  (11) 
farmers',  fruit  growers',  or  like   associations,   organized  and   operated 
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as  sales  agents  for  the  purpose  of  marketing  the  products  of  membera 
and  turning  back  to  them  the  proceeds  of  sales,  less  the  necessary  selling 
expenses,  on  the  basis  of  the  quantity  of  produce  furnished  by  them; 
(12)  corporations  organized  for  the  exclusive  purpose  of  holding  title  to 
property,  collecting  income  therefrom,  and  turning  over  the  entire 
amount  thereof,  less  expenses,  to  an  organization  which  itself  is  exempt 
from  the  tax  imposed  by  this  title;  (13)  federal  land  banks  and  national 
farm-loan  associations;  (14)  personal  service  corporations.  A  corpora- 
tion which  is  exempt  by  the  above  provisions  must  establish  its  right  to 
be  exempt  by  filing  with  the  Collector  of  Internal  Revenue  affidavits 
showing  the  purpose  and  nature  of  the  organization,  the  source  of  its 
income,  the  disposition  of  the  same  and  other  relevant  information.  A 
copy  of  its  charter  or  articles  of  incorporation  and  its  by-laws  must 
also  be  filed.  When  the  company  has  been  notified  by  the  Collector  that 
it  is  exempt,  no  Returns  are  required  to  be  filed  until  the  corporation 
makes  some  change  in  its  purposes  or  operations.  The  Collector  will 
occasionally  investigate  to  ascertain  whether  an  exempt  corporation 
continues  to  maintain  its  exempt  status. 

36.  Particular  Corporations  Not  Exempt.  If  a  corporation  does  not 
come  within  one  of  the  classes  described,  it  is  not  exempt  merely  because 
it  is  organized  not  for  profit.  A  corporation  formed  as  a  family  affair 
to  hold  property  together  is  not  exempt.  Subsidiary  corporations  are 
regarded  as  distinct  entities,  and  are  not  exempt  because  they  are  owned 
by  a  holding  corporation  which  pays  income  tax  when  it  receives  the 
earnings  of  the  subsidiary.  Nor  is  a  corporation  exempt  because  it  is 
owned  by  and  is  a  subsidiary  of  a  corporation  within  one  of  the  exempted 
classes.  The  exemption  for  '  *  agricultural  or  horticultural  organizations ' ' 
does  not  include  a  corporation  engaged  for  profit  in  agricultural  pur- 
suits, such  as  the  ownership  and  operation  of  sugar  plantations.  Ceme- 
tery companies  are  not  exempt  if  operated  for  profit.  A  corporation  is 
held  to  be  operated  solely  for  educational  purposes  where  its  sole  pur- 
pose is  the  instruction  of  the  public  even  though  it  has  incidental 
amusement  features,  but  not  where  its  purpose  is  to  disseminate  con- 
troversial or  partisan  propaganda.  Societies  designed  to  encourage  per- 
formance of  first-class  orchestral  music  are  not  for  educational  pur- 
poses but  for  the  purpose  of  providing  entertainment  of  high  grade.  A 
religious  corporation  does  not  come  within  the  class  described  where  it 
operates  farm  land  and  manufactures  clothing  or  other  articles  for 
profit,  even  though  its  profits  do  not  inure  to  the  benefit  of  individual 
members  of  the  society.  The  exemption  applicable  to  business  leagues 
applies  to  a  clearing  house  association  not  organized  for  profit,  which 
carries  on  an  exchange  of  checks  or  similar  work  for  the  benefit  of  its 
members.  Where  a  building  and  loan  association  issues  paid-up  stock 
which  entitles  the  holders  to  a  fixed  dividend  and  also  to  share  with  all 
other  holders  of  stock  in  the  profits,  it  is  not  exempt.  Mutual  insur- 
ance companies  receiving  income  from  sources  other  than  assessments, 
dues,  and  fees  of  members  are  not  exempt,  even  though  such  additional 
income  may  consist  of  tax  exempt  interest.  Where  such  income,  how- 
ever, is  a  mere  incident  of  the  business  of  the  company,  such  as  interest 
on  a  bank  balance,  the  exemption  still  applies.  Co-operative  stores  or 
merchandising  organizations,  not  acting  as  sales  agents  nor  distributing 
the  proceeds  of  sales  on  the  basis  of  merchandise  supplied  by  members, 
and  co-operative  associations  acting  as  purchasing  agents  are  not  exempt. 
Where  a  corporation  receives  income  of  the  character  received  by  corpor- 
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ations  in  one  of  the  exempt  classes,  but  also  carries  on  activities  which 
prevent  the  application  of  the  exemption,  the  entire  income  of  such 
corporation  is  subject  to  the  tax  and  there  is  no  exemption  for  the 
Income  similar  to  that  received  by  an  exempt  corporation. 

37.  Foreign  Corporations.  A  corporation  organized  under  the  laws  of 
a  foreign  country,  even  though  it  has  offices  or  plants  in  the  United 
States,  is  taxed  only  upon  the  net  income  received  from  sources  in  this 
country.  Domestic  corporations  are  taxed  upon  their  entire  income  from 
all  sources,  even  though  they  may  have  most  of  their  capital  invested 
in  other  countries  and  may  receive  most  of  their  income  from  abroad. 
A  foreign  corporation  may  deduct  from  its  gross  income  received  from 
sources  in  this  country  the  general  deductions  allowed  by  the  statute,  to 
the  extent  that  they  are  connected  with  the  taxable  income.  A  foreign 
corporaion  is  not  allowed  the  $2,000  exemption  from  Income  Tax  nor 
the  $3,000  exemption  from  Profits  Tax.  The  Profits  Tax  is  assessed  at 
tlie  comparative  rate  and  not  on  the  basis  of  an  invested  capital.  If  a 
foreign  corporation  is  not  engaged  in  trade  or  business  in  this  country 
and  has  no  oflice  or  place  of  business  here,  a  tax  of  10%  must  be  with- 
held and  paid  on  its  behalf  by  the  person  in  this  country  who  makes  the 
payment  of  any  fixed  or  determinable  annual  or  periodical  income  (ex- 
cept interest  on  tax  free  bonds  and  dividends)  to  such  foreign  corpora- 
tion.   The  corporation  itself  then  pays  the  balance  of  the  tax. 

38.  Returns  Required.  Every  corporation  not  entirely  exempt  (un- 
der par.  35)  must  file  an  annual  Return  on  Form  1120,  showing  in  detail 
its  gross  and  net  income  for  the  calendar  or  fiscal  year.  This  is  required 
even  though  the  corporation  is  not  subject  to  tax,  and  where  its  net  in- 
come is  less  than  the  exemptions  and  credits.  Under  the  present  Regu- 
lations, a  corporation  with  no  taxable  income  or  a  net  loss  for  the  year 
is  required  to  fill  out  only  Schedules  A  and  B  of  this  form,  and  the  re- 
quired supporting  schedules,  but  not  the  balance  sheets  or  analysis  of 
surplus  required  as  Schedules  C  and  D.  Schedules  C  and  D  must  be 
filled  out,  however,  by  any  corporation  which  has  any  net  income,  even 
though  it  is  less  than  the  exempt  amount  and  not  subject  to  any  tax. 
If  the  net  income  is  $3,000  or  more,  the  Return  must  show  the  informa- 
tion required  for  the  Excess  Profits  Tax,  Schedules  E,  F,  G,  and  H  of  the 
Return,  except  that  a  foreign  corporation  or  a  corporation  computing  the 
Profits  Tax  at  the  maximum  rate  need  not  report  as  to  its  invested  cap- 
ital. The  Return  must  be  sworn  to  by  the  president  or  principal  execu- 
tive officer  and  also  by  the  treasurer  or  principal  financial  officer,  and 
must  be  filed  on  or  before  March  15  of  each  year,  or  if  it  covers  a 
fiscal  year,  on  or  before  the  fifteenth  day  of  the  third  month  following 
the  end  of  such  fiscal  year.  It  is  filed  with  the  collector  of  internal 
revenue  for  tlie  district  in  which  is  located  the  principal  office  of  the 
corporation,  where  are  kept  its  books  of  account  and  other  data  from 
which  the  Return  is  prepared.  (For  a  further  discussion  of  the  Re- 
turn, see  pars.  200-211). 

3.    Personal  Service  Corporations. 

39.  Special  Method  of  Treatment.  A  special  plan  of  taxation  is 
adopted  for  certain  corporations  in  which  service  rendered  by  Vie.  pro 
prietors,  rather  than  capital  employed,  is  a  material  factor  in  producing 
income.  Such  corporations  must  file  annual  Returns  on  Form  10()5,  but 
are  not  subject  to  the  Income  Tax  or  the  Excess  Profits  Tax.     The  net 
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income  of  such  a  corporation,  as  shown  by  its  Return,  is  taxed  as  tlie 
income  of  the  stockholders  individually,  and  the  stockholders  must  in- 
clude upon  their  individual  Return  their  respective  shares  of  the  net 
income  of  the  corporation,  whether  distributed  or  not,  in  the  same 
manner  as  members  of  a  partnership.  The  corporation  does  not  have 
an  option  but  must  determine  its  classification  according  to  the  law. 
The  tax  is  usually  lower  when  applied  on  the  personal  service  corpora- 
tion basis,  but  if  the  individual  income  of  the  respective  stockholders 
is  large  and  if  the  corporation  income  is  relatively  small,  the  tax  on  this 
basis  may  be  very  much  larger  than  upon  the  ordinary  corporation  basis. 
For  the  special  rules  applying  to  dividends  from  personal  service  cor- 
porations, see  pars.  132,  137. 

40.  Definition:  Statute  and  Regulations.  The  statutory  definition 
of  personal  service  corporations  includes  those  corporations  whose  in- 
come is  to  be  ascribed  primarily  to  the  activities  of  the  principal  owners 
or  stockholders  who  are  themselves  regularly  engaged  in  the  active  con- 
duct of  the  business.  The  statute  excludes  corporations  where  capital 
(whether  invested  or  borrowed)  is  a  material  income-producing  factor  or 
where  50%  or  more  of  the  gross  income  consists  of  profits  or  commissions 
derived  from  (1)  trading  as  a  principal  or  (2)  from  government  contracts 
made  between  April  6,  1917,  and  November  11,  1918,  inclusive,  for  the 
benefit  of  the  United  States  with  any  department,  officer,  agency,  or 
contractor,  of  or  for  the  government.  Foreign  corporations  are  also 
excluded.  These  statutory  provisions  are  construed  by  regulations  which 
apply  such  strict  tests  that  they  have  aroused  much  controversy. 

41.  Nature  of  Business.  The  statute  does  not  expressly  provide  that 
the  business  of  the  corporation  must  consist  principally  of  rendering  per- 
sonal service,  except  that  the  employment  of  capital  must  be  merely 
incidental,  and  profits  from  trading  as  a  principal  must  not  equal  SO^J, 
of  the  gross  income.  But  the  regulations  of  the  Treasury  Department 
hold  that  the  earnings  of  a  personal  service  corporation  must  consist 
principally  of  compensation  for  personal  services  rendered  by  the  cor- 
poration to  the  persons  with  whom  it  does  business.  Conducting  an 
auction,  agency,  brokerage,  or  commission  business  strictly  on  the  basis 
of  a  fee  or  commission  is  rendering  personal  service.  An  agency  or 
brokerage  corporation,  however,  is  not  a  personal  service  corporation, 
according  to  the  regulations,  if  it  assumes  any  such  risks  as  those  of 
market  fluctuation,  bad  debts,  failure  to  accept  shipments,  etc.,  or  if  it 
guarantees  the  accounts  of  the  purchaser  or  is  in  any  way  responsible 
to  the  seller  for  the  payment  of  the  purchase  price,  or  if  it  regularly 
buys  and  carries  goods  on  its  own  account,  lends  to  its  principals,  or 
buys  and  carries  odd  lots  in  order  to  more  satisfactorily  serve  its  prin- 
cipals. This  is  true  even  though  the  goods  are  shipped  directly  from 
the  producer  to  the  consumer  and  are  never  actually  in  the  possession 
of  the  corporation.  "Where  the  commission  or  fee  is  based  on  a  differ- 
ence in  the  prices  at  which  the  seller  is  willing  to  sell  and  the  buyer 
willing  to  buy  there  is  a  presumption  that  the  transaction  is  one  of 
merchandising  or  trading  and  consequently  not  personal  service.  Fre- 
quently a  personal  service  corporation  will  also  be  engaged  in  an  inci- 
dental business  which  does  not  consist  of  rendering  personal  service, 
as  where  a  photographer  also  sells  frames  and  art  goods.  In  such  a  case, 
the  corporation  is  a  personal  service  corporation  if  the  business  other 
than  rendering  personal  service  is  negligible  or  merely  incidental  and 
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produces  no  appreciable  pari  of  the  earnings  of  the  company.     (But  see 
par.  30.) 

42.  Services  of  Stockholders.  It  is  further  held  that  if  employes 
contribute  substantially  to  the  services  rendered  by  a  corporation,  it  is 
not  a  personal  service  corporation  luiless  the  value  of  such  services  and 
the  compensation  charged  therefor  are  to  be  attributed  primarily  to  the 
experience  or  skill  of  the  principal  owners  or  stockholders,  and  unless 
this  fact  is  made  evident  in  some  definite  manner  in  the  normal  course 
of  the  business.  While  the  statute  says  that  the  income  must  be  ascribed 
primarily  to  the  activities  of  the  principal  owners  or  stockholders,  the 
regulations  provide  that  the  principal  owners  or  stockholders  must  render 
the  principal  part  of  the  services  from  which  the  income  of  the  cor- 
poration is  derived,  and  that  if  they  merely  supervise  or  direct  a  force 
of  employes  the  corporation  is  not  a  personal  service  corporation,  even 
though  its  earnings  may  be  greater  because  of  the  personal  attention 
to  the  corporate  business  or  the  valuable  services  rendered  to  tlie  cor- 
poration by  the  principal  c^wners  or  stockholders.  Trading  in  the  serv- 
ices of  others  is  not  rendering  personal  service.  When  a  corporation 
owns  or  controls  substantially  all  of  the  stock  in  a  company  which  rend- 
ers personal  services,  such  company  is  nevertheless  not  a  personal  serv- 
ice corporation,  since  the  personal  services  which  it  renders  necessarily 
can  not  be  rendered  by  the  principal  stockholders.  It  is  also  held  that 
a  personal  service  corporation  must  normally  be  owned  by  individuals. 
Ordinarily,  affiliation  of  a  so-called  personal  service  corporation  with 
another  corporation  forming  part  of  the  same  business  enterprise  sets 
up  the  presumption  that  the  personal  service  corporation  is  merely  a 
department  or  unit  of  a  larger  business  organization,  which  should  be 
covered  by  a  consolidated  Return.  For  example,  this  applies  where  the 
so-called  personal  service  corporation  is  in  effect  merely  the  selling 
agency  for  another  corporation  or  where  it  is  used  for  the  purpose  of 
performing  a  service  which  is  incidental  to  the  manufacturing  or  mer- 
chandising business  of  an  affiliated  corporation.  To  determine  who  are 
the  principal  owners  or  stockholders,  no  definite  percentage  of  stock  or 
interest  in  the  corporation  can  be  prescribed.  No  corporation  shall, 
however,  make  a  Return  as  a  personal  service  corporation  unless  at  least 
80%  of  its  stock  is  held  by  those  regularly  engaged  in  the  active  conduct 
of  its  afi'airs,  excei)t  upon  special  permission  or  direction.  Frequent 
changes  in  the  ownership  of  any  substantial  interest  or  number  of  shares 
in  the  corporation  will  be  a  factor  in  determining  whether  tlie  principal 
owners  or  stockholders  are  actively  engaged  in  the  conduct  of  the  affairs 
of  the  corporation.  But  the  mere  fact  that  the  owners  or  stockholders 
may  change  during  the  taxable  year  will  not  take  a  corporation  out  of 
the  class  of  personal  service  corporations. 

43.  Employment  of  Capital.  To  decide  whether  capital  is  a  material 
income-producing  factor,  no  weight  can  be  given  to  the  amount  of  in- 
vested capital  determined  according  to  the  requirements  of  the  Excess 
Profits  Tax.  Even  where  the  invested  capital  may  amount  to  nothing 
ut  all,  the  corporation  may  use  capital  in  its  business  which  is  obtained 
through  borrowing.  In  fact,  even  Avliere  the  corporation  does  not  use 
any  capital  in  its  business,  if  its  business  is  of  such  a  character  that  in 
other  concerns  in  the  same  business  capital  is  normally  required  and  is 
usually  an  income-producing  factor  the  corporation  is  not  a  personal 
service  corporation  according  to  the  regulations.     Although  the  statute 
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refers  to  corporations  iu  which  capital  is  not  a  material  income-producing 
factor,  and  not  to  corporations  carrying  on  a  business  in  which  capital  is 
not  an  income-producing  factor,  the  regulations  provide  that  no  corpora- 
tion is  a  personal  service  corporation  if  it  carries  on  a  business  of  a  kind 
which  ordinarily  requires  the  use  of  capital.  Outstanding  bonds,  notes, 
bills  payable,  accounts  payable  or  other  forms  of  credit  and  the  posses- 
sion of  inventories  of  merchandise,  customers  accounts  receivable,  or 
other  business  assets  will  be  evidence  of  the  employment  of  capital  in 
the  business.  In  general,  the  larger  the  amount  of  capital  actually  used, 
the  stronger  is  the  evidence  that  capital  is  a  necessary  and  material 
income-producing  factor  and  that  the  corporation  is  not  a  personal  serv- 
ice corporation. 

44.  Returns  of  Personal  Service  Corporations.  So  far  as  possible, 
requirements  of  the  law  with  reference  to  partnerships  will  apply  to  per- 
sonal service  corporations.  Every  personal  service  corporation  must 
make  a  Return  (on  Form  1065)  regardless  of  the  amount  of  its  gross  or 
net  income,  or  even  if  it  has  no  net  income.  The  Return  and  a  separate 
report  (on  Form  1099)  for  each  stockholder  must  show  the  name  and 
address  of  each  stockholder,  and  the  share  of  each  of  such  stockholders 
in  the  general  income  of  the  company  and  also  in  dividends  and  exempt 
interest  received  by  it,  and  other  items  to  which  special  rules  will  apply 
in  computing  the  tax  of  the  individual  shareholder.  The  Return  must 
be  sworn  to  by  the  principal  executive  and  principal  financial  officer,  as 
in  the  case  of  other  corporation  Returns.  The  Return  shows  the  net 
income  by  schedules  and  balance  sheets,  and  must  also  contain  a  com- 
plete statement  showing  the  nature  of  the  business  of  the  corporation. 

4.     Partnerships. 

45.  Must  File  Returns.  Although  a  partnership  itself  is  not  taxed 
on  its  income,  the  law  requires  every  partnership  to  file  a  Return  (Form 
1065)  showing  its  gross  income  and  net  income,  which  is  determined 
according  to  the  requirements  of  the  Income  Tax  Law  applying  to  indi- 
viduals, except  that  donations  to  charities  are  not  deductible.  The  Re- 
turn must  be  filed  even  though  the  firm  has  no  net  income  for  the  year. 
Any  one  of  the  partners  may  sign  and  swear  to  the  Return,  which  is 
subject  to  the  general  requirements  for  Returns  (stated  at  pars.  200-211), 
and  may  cover  the  calendar  year  or  a  fiscal  year  as  in  the  case  of  indi- 
viduals and  corporations.  The  Return  must  show  the  name  and  address 
of  each  partner  and  his  share  in  the  net  income  of  the  firm  and  in  the 
dividends  and  exempt  interest  received  by  it,  and  a  report  (on  Form 
1099)  for  each  member  separately  must  accompany  the  Return.  This 
amount  must  be  included  in  the  taxable  income  of  the  partner,  as  shown 
on  his  individual  Return,  without  reference  to  the  amounts  actually 
received  by  him  as  distributions  of  the  firm's  earnings.  A  partnership 
is  classified  as  a  corporation  and  not  as  a  partnership  under  the  Income 
Tax  Law,  and  is  subject  to  the  corporation  taxes,  where  membership  in- 
terests are  transferable  without  the  consent  of  all  members,  where  the 
business  is  conducted  by  trustees,  directors,  or  officers,  without  the  active 
participation  of  all  the  members  as  such,  where  the  liability  of  members 
is  limited,  where  suit  can  be  brought  in  the  partnership  name,  or  where 
there  is  other  evidence  that  it  is  organized  and  operated  in  corporate 
form. 


•JVI 


26  INCOME  AND  PROFITS  TAXES 

5.    Estates  and  Fiduciaries. 

46.  Estates  Taxed  as  Entities.  Whenever  an  estate  receives  any 
income  which  is  not  received  for  distribution  to  known  beneficiaries,  it 
is  taxed  upon  such  income  as  if  it  were  an  individual.  The  Return 
(Form  1040)  must  be  filed  and  the  net  income  is  determined  in  the  same 
way.  It  is  subject  to  the  normal  tax  and  the  surtax,  and  the  same  credits 
are  allowed,  including  the  personal  exemption  of  $1,000.  This  applies 
to:  (1)  Estates  of  deceased  persons  receiving  income  during  the  period 
of  administration  or  settlement  of  the  estate;  (2)  Income  accumulated 
in  trust  (a)  for  the  benefit  of  unborn  or  unascertained  persons,  or  per- 
sons with  contingent  interests  and  (b)  for  future  distribution  to  bene- 
ficiaries known  or  unknown.  It  does  not  apply  to  income  collected  by  a 
guardian,  to  be  distributed  as  directed  by  the  court.  The  estate  is 
treated  as  the  taxable  beneficiary  where  the  trustee,  under  the  terms  of 
the  will  or  deed,  may  in  his  discretion  distribute  income  or  accumulate 
it,  irrespective  of  the  action  which  tue  trustee  decides  to  take.  In  other 
words,  even  if  the  income  is  actually  distributed  during  the  year,  it  is  not 
treated  as  income  of  the  beneficiary  but  is  treated  as  income  of  the 
estate  where  the  instrument  of  trust  authorized  an  accumulation.  It  is 
held  that  the  income  of  a  revocable  trust  must  be  included  in  the  gross 
income  of  the  grantor,  rather  than  in  that  of  the  trust  estate  or  the 
beneficiary.  The  period  of  administration  of  the  estate  of  a  deceased 
person  is  the  time  actually  required  for  administration  and  not  the 
period  specified  in  the  local  statute,  and  without  regard  to  the  time 
when  the  executor  obtains  his  discharge.  Profits  realized  by  a  sale  of 
property  of  the  estate  are  included,  but  the  basis  for  determining  such 
profit  is  the  value  of  the  property  at  the  time  it  was  received  by  the 
estate,  and  any  increase  in  value  occurring  before  this  time  is  not  tax- 
able. No  taxable  income  arises  upon  the  transfer  of  property  of  an 
estate  to  a  beneficiary,  even  though  its  value  at  that  time  may  be 
greater  than  when  it  was  acquired  by  the  estate.  From  the  undistributed 
income  upon  which  the  estate  of  a  deceased  is  taxed,  there  may  be  de- 
ducted any  income  properly  paid  or  credited  during  the  year  to  a  bene- 
ficiary, but  any  payment  which  is  in  the  nature  of  a  division  or  reduc- 
tion of  the  principal  or  corpus  of  the  estate,  rather  than  a  payment  of 
income,  may  not  be  deducted.  An  estate  is  not  exempt  from  the  tax 
upon  undistributed  income  merely  because  the  ultimate  beneficiary  is  a 
person  exempt  from  tax.  The  income  of  the  estate  does  not  include 
amounts  received  upon  the  collection  of  debts  or  other  changes  in  the 
form  of  property  belonging  to  the  deceased,  but  includes  only  gains  or 
additions  to  wealth.  The  income  upon  which  the  estate  has  been  taxed 
becomes  a  part  of  the  estate  and  is  not  subject  to  any  further  income 
tax  when  it  is  subsequently  distributed. 

47.  Returns  of  Fiduciaries.  Where  the  income  of  an  estate  is  to  be 
distributed  periodically,  whether  at  regular  intervals,  at  the  convenience 
of  the  fiduciary,  at  the  request  of  the  beneficiary,  or  at  periods  deter- 
mined in  any  other  way  and  not  amounting  to  an  accumulation,  the 
income  is  not  taxed  to  the  estate  but  only  to  the  beneficiary,  whose 
individual  Return  must  show  his  share  in  such  income  whether  distrib- 
uted and  paid  to  him  or  not.  The  fiduciary  must,  however,  make  an 
annual  Return  (Form  1041)  showing  the  net  income  of  the  estate  and 
the  share  of  every  beneficiary  therein,  whether  distributed  or  not,  in 
every  case  where  the  net  income  of  the  estate  is  $1,000  or  over,  or  where 
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any  beneficiary  is  a  nonresident  alien.  A  separate  report  (on  Form 
1099)  for  each  beneficiary  should  accompany  the  Eeturn.  The  net  in- 
come of  the  estate  is  determined  by  the  same  rules  which  apply  to  the  net 
income  of  an  individual,  except  that  the  deduction  for  contributions  to 
charities  is  somewhat  broader  in  scope  (par.  198).  The  term  "fiduciary" 
includes  a  guardian,  trustee,  executor,  administrator,  receiver,  conserva- 
tor, or  any  person  holding  in  trust  in  a  similar  capacity  an  estate  in 
which  another  person  has  the  beneficial  interest.  It  does  not  include 
a  person  acting  under  a  power  of  attorney,  although  in  full  control  of 
the  property  of  his  principal,  nor  a  receiver  in  possession  of  only  part  of 
the  property  of  an  individual.  Any  one  of  joint  fiduciaries  may  execute 
the  Eeturn.  Where  there  is  one  trustee  acting  in  various  trusts  created 
by  the  same  person,  one  Eeturn  should  be  filed,  although  the  trusts  may 
have  been  created  by  different  instruments  and  have  different  benefi- 
ciaries. This  does  not  apply  to  separate  trust  estates  which  are  subject 
to  taxation  as  entities.  Where  a  trustee  acts  in  various  trusts  for  the 
same  beneficiaries,  but  created  by  different  persons,  separate  Eeturns 
must  be  filed  for  each  estate. 

48.  Fiduciaries  as  Agents.  A  fiduciary  acting  for  a  minor  or  an 
incompetent  person  is  required  to  file  the  individual  Eeturn  (Form  1040) 
of  such  person,  as  his  agent,  which  is  in  addition  to  the  Eeturn  (Form 
1041)  required  of  the  fiduciary.  An  executor  or  administrator  must  file 
the  individual  Eeturn  (Form  1040)  of  a  person  dying  within  the  year 
who  received  during  the  year  a  net  income  of  $1,000  or  over  if  single, 
or  $2,000  or  over  if  married.  This  is  in  addition  to  the  Eeturn  (also 
on  Form  1040)  required  of  the  fiduciary  to  show  the  income  received 
by  the  estate  subsequent  to  the  death  and  before  tlie  end  of  the  year. 
A  receiver,  assignee,  trustee  in  bankruptcy,  or  other  fiduciary,  if  operat- 
ing the  property  or  business  of  a  corporation  or  partnership  must  make  a 
Eeturn  for  the  corporation  (Form  1120)  or  partnership  (Form  1065)  and 
pay  the  tax  on  behalf  of  the  corporation. 

PART  2.     DETERMINATION  OF  INVESTED  CAPITAL. 

49.  Distinguished  from  Capital  Stock  or  Capital  Employed.  The  in- 
vested capital  which  is  used  in  computing  the  Profits  Tax  must  be 
determined  in  accordance  with  the  statutory  provisions  and  may  be 
an  amount  entirely  different  from  the  "capital"  as  determined  for  other 
purposes  and  by  other  standards.  Two  general  rules  underlie  the  require- 
ments as  to  invested  capital:  (1)  It  consists  of  the  amount  invested  by 
the  owners  at  the  time  the  business  was  organized  or  subsequently 
valued  as  of  the  time  of  investment  rather  than  as  of  the  present  time; 
(2)  property  of  certain  kinds  invested  in  the  business  may  be  included 
in  the  invested  capital  only  to  a  limited  extent.  In  addition,  the  in- 
vested capital  must  be  reduced  where  part  of  it  is  invested  during  the 
taxable  year  in  property  which  produces  a  tax-exempt  income.  The 
invested  capital  is  essentially  different  and  cannot  be  determined  from 
any  of  the  following:  The  net  worth  of  the  corporation  as  shown  by 
its  book  capital  and  surplus;  the  value  determined  for  purposes  of  the 
Capital  Stock  Tax;  the  present  value  of  its  assets,  established  by  ap- 
praisals or  otherwise;  the  value  of  its  assets  as  of  March  1,  1913;  the 
capital  actually  employed  in  the  business.  Invested  capital  must  not  be 
confused  with  any  of  these  items.  A  permanent  record  of  the  differences 
and  reconciliations  between  the  book  capital  and  the  invested  capital 
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should  be  kept,  but  there  should  be  no  changes  made  in  the  books.  The 
invested  capital  should  be  determined  by  carefully  following  the  direc- 
tions on  the  Eeturn,  which  indicate  the  following  method  of  procedure. 

50.  Paid-TJp  Capital  Stock.  While  the  invested  capital  does  not  in 
all  cases  represent  the  paid-up  capital  stock,  this  is  the  starting  point 
for  its  determination.  Shares  issued  upon  unpaid  subscriptions  or  other- 
wise entirely  without  consideration  cannot,  of  course,  represent  invested 
capital.  Even  though  all  of  the  outstanding  capital  stock  has  been  fully 
paid  for,  the  time  and  method  of  payment  must  nevertheless  be  analyzed, 
for  such  adjustment  as  may  be  necessary  to  comply  with  the  statutory 
restrictions.  Bonus  stock,  given  in  connection  with  the  sale  of  bonds, 
may  be  included  in  invested  capital  in  an  amount  that  the  corporation 
proves  to  the  satisfaction  of  the  Commissioner  to  be  the  difference  be- 
tween the  price  actually  secured  from  the  sale  of  the  bonds  and  the 
price  obtainable  if  the  bonus  stock  had  not  been  given.  Stock  which 
is  issued  as  fully  paid-up  and  is  then  returned  to  the  corporation  either 
as  a  gift  or  for  a  consideration  substantially  less  than  its  par  value  is 
not  included  in  the  amount  issued  for  the  property  and  must  be  excluded 
from  the  invested  capital,  but  upon  a  sale  or  other  disposition  of  such 
stock,  the  cash  or  property  actually  received  therefor  will  be  considered 
as  in^^ested  capital.  The  invested  capital  must  be  reduced  by  the  cost 
of  Treasury  Stock,  whether  purchased  for  retirement  or  for  resale,  and 
whether  the  cost  of  such  stock  was  more  or  less  than  its  par  value  or 
the  amount  originally  paid  in  and  included  in  the  invested  capital.  But 
if  Treasury  Stock  was  purchased  during  the  taxable  year,  the  amount  of 
profits  of  the  current  year  available  at  the  time  of  purchase  may  be 
deducted  from  the  amount  of  the  reduction  of  invested  capital  which 
would  otherwise  be  required.  Notes  or  other  evidences  of  indebtedness, 
which  have  been  received  as  payment  of  stock  subscriptions,  may  be  con- 
sidered as  tangible  property  paid  in  for  stock  and  included  in  the  in- 
vested capital  to  the  extent  of  tlie  actual  value  when  paid  in,  whether 
bearing  interest  or  not,  but  only  if  such  payment  could  legally  be  re- 
ceived according  to  the  laws  under  which  the  corporation  was  organized 
and  only  if  such  payment  is  actually  received  as  absolute  and  not  as 
conditional  payment.  Notes  which  aie  merely  colorable  or  are  received 
subject  to  any  agreement  or  understanding  that  they  are  not  legally 
collectible  will  be  excluded.  Where  stock  is  issued  at  a  discount,  the 
invested  capital  will  include  only  the  cash  or  property  actually  paid  to 
the  corporation.  Where  a  commission  or  other  charge  is  deducted  by  a 
selling  agent,  this  amount  must  also  be  excluded  from  the  amount  of 
proceeds  of  the  stock  which  is  used  to  compute  the  invested  capital,  but 
this  docs  not  apply  to  organization  expenses  paid  directly  by  the  cor- 
poration out  of  the  capital  paid  in.  The  invested  capital  of  affiliated 
corporations  will  include  only  the  capital  stock  outstanding  in  the  hands 
of  the  public  and  not  the  stock  which  is  held  by  another  corporation  in 
the  affiliated  group,  as  has  already  been  pointed  out  (par.  34).  Capital 
actually  paid  in  is  not  reduced  by  an  operating  deficit  or  net  loss,  but 
remains  the  invested  capital  until  there  is  a  liquidation  or  return  of 
investment  to  the  stockholders,  directly  or  indirectly.  But  capital  stock 
issued  upon  a  stock  dividend  represents  accumulated  profits  and  not 
capital  paid  in,  and  therefore  is  reduced  by  a  subsequent  deficit. 

51.    Paid-in  Surplus.     Cash  or  property  paid  in  to  a  corporation  as 
capital  is  sometimes  not  represented  by  the  shares  of  stock,  in  which  event 
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it  is  usually  called  Paid-in  Surplus.  This  name  covers  all  contributions  to 
a  corporation  of  cash  or  property  made  with  the  intention  that  they  shall 
constitute  a  part  of  the  capital  of  the  company.  Such  capital  is  included 
in  the  invested  capital.  It  is  most  common  where  shares  of  stock  are 
sold  at  a  cash  premium  above  their  par  value  or  where  the  actual  value 
of  tangible  property  received  for  stock  exceeds  the  par  value  (as  ex- 
plained in  paragraph  56).  Paid-in  surplus  must  be  analyzed  in  the  same 
way  as  paid-in  capital  stock, 

52.  Earned  Surplus  and  Undivided  Profits.  The  invested  capital 
includes  not  only  the  paid-in  capital  of  the  company,  but  also  the  earned 
surplus  or  undivided  profits  as  of  the  first  day  of  the  taxable  year. 
Profits  earned  during  the  taxable  year,  even  though  remaining  in  the 
business,  may  not  be  included  in  the  invested  capital,  not  even  where 
they  are  capitalized  by  a  stock  dividend  or  placed  in  a  surplus  account. 
However,  if  such  profits  are  distributed  in  cash  with  no  understanding 
that  they  will  be  reinvested  and  are  then  paid  back  to  the  company  for 
additional  stock  or  for  paid-in  surplus,  the  invested  capital  is  increased 
from  the  date  of  such  reinvestment.  A  stock  dividend  covering  profits 
earned  before  the  taxable  year  has  no  effect  upon  invested  capital 
since  such  profits  were  already  included.  Surplus  or  undivided  profits 
must,  of  course,  be  reduced  by  the  amount  of  any  net  loss  or  ac- 
cumulated deficit  (although  the  paid-in  capital  need  not  be  reduced  on 
this  account).  Surplus  or  undivided  profits  must  be  analyzed  to  estab- 
lish that  it  is  not  merely  a  book  surplus  but  an  actual  addition  to  the 
investment  of  the  owners.  To  this  end,  the  accounts  of  the  company 
back  to  the  date  of  its  organization  are  subject  to  examination,  in  order 
to  determine  that  depreciation  allowances  have  at  all  times  been  ade- 
quate to  represent  the  actual  reduction  of  profits  on  this  account,  that 
obsolescence  has  been  properly  recognized,  that  discarded  property  has 
been  charged  against  the  profits,  and  that  no  amount  has  been  added 
by  marking  up  property  or  revaluing  assets,  and  that  in  all  other  respects 
the  surplus  represents  actual  earnings.  It  is  not  necessary  to  reduce  the 
surplus  because  the  capital  assets  are  found  upon  an  appraisal  to  have 
declined  in  value  for  causes  other  than  depreciation  or  obsolescence; 
the  surplus,  however,  is  reduced  if  this  loss  is  realized  through  a  closed 
transaction.  Where  there  is  an  actual  loss  and  a  closed  transaction,  the 
fact  that  the  loss  is  not  recognized  for  Income  Tax  purposes  does  not 
remove  the  necessity  of  deducting  it  from  the  book  surplus  in  finding 
the  invested  capital.  On  the  other  hand,  adjustment  of  surplus  in  favor 
of  the  taxpayer  will  be  made  where  the  book  surplus  has  been  reduced 
by  charges  not  representing  actual  diminution  of  profits  or  where  it 
otherwise  fails  to  represent  all  the  actual  accumulated  earnings.  For 
example,  the  invested  capital  may  include  the  amount  of  book  reserves, 
not  including  reserves  for  depreciation  or  depletion  or  other  actual 
losses,  which  have  been  created  by  charges  against  profits  but  have 
not  been  the  basis  of  any  deduction  on  Income  Tax  Returns.  Where 
an  excessive  amount  has  been  charged  on  the  books  for  depreciation  or 
whefe  improvements  or  additions  of  permanent  value  have  been,  prior 
to  January  1,  1917,  charged  as  expense,  the  surplus  may  be  increased 
upon  a  showing  of  the  facts  and  the  filing  of  amended  Returns.  No  such 
adjustment  will  be  permitted  with  respect  to  charges  which  are,  as  a 
matter  of  good  accounting,  to  some  extent  optional,  such  as  experimental 
expenses,  cost  of  litigating  patents  or  titles  to  property,  development 
of  good  will  through  advertising,  etc.     Where   a  patent,  good  will,  or 
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other  property  has,  as  a  mere  matter  of  oonservative  accounting,  been 
-written  off  or  marked  down  on  the  books  and  charged  against  the  surplus 
where  there  was  no  actual  diminution  of  value  nor  reduction  of  profits, 
and  no  credit  taken  for  Income  Tax  purposes,  the  restored  value  of  such 
property  may  be  added  to  the  book  surplus,  but  only  to  the  extent  that 
such  value  could  originally  have  been  included  in  the  invested  capital 
and  only  where  proper  allowance  is  made  for  all  depreciation  which 
would  have  been  chargeable  upon  such  property  if  it  had  remained  on 
the  books.  Where  a  corporation  carries  life  insurance  upon  the  lives  of 
its  officers,  the  cash  surrender  value  of  such  policies  at  the  beginning  of 
the  year  may  be  included  in  the  invested  capital  even  though  they  arc 
not  carried  on  the  books.  But  if  such  policies  are  carried  on  the  books 
at  the  amount  of  total  premiums  paid,  the  surplus  must  be  reduced  by 
the  difference  between  such  amount  and  the  cash  surrender  value,  even 
though  the  total  premiums  represent  the  cost  of  such  property  for  In- 
come Tax  purposes  in  ascertaining  profit  upon  a  sale  or  surrender. 
Charges  which  have  been  properly  deferred  and  are  carried  as  assets 
may  be  included  in  the  invested  capital  and  need  not  be  deducted  from 
surplus. 

53.  Borrowed  Capital.  The  definition  of  invested  capital  expressly 
excludes  borrowed  capital.  Where  a  business  is  actually  conducted  upon 
borrowed  money  or  upon  the  strength  of  its  credit,  its  invested  capital 
is  not  thereby  increased,  although  this  may  serve  as  the  reason  for 
assessing  the  tax  at  the  comparative  rate  explained  above  (par.  26). 
Even  though  money  is  loaned  to  a  corporation  by  its  shareholders,  it  does 
not  become  invested  capital  if  it  remains  a  debt,  bearing  interest  or  pay- 
able with  the  other  debts  of  the  corporation  in  priority  to  the  capital  lia- 
bility of  the  company.  Where  money  is  advanced  by  stockholders  under 
an  agreement  that  their  claim  shall  be  postponed  to  all  other  creditors 
but  shall  come  before  the  other  stockholders,  an  interest  somewhat  like 
that  of  a  preferred  stockholder  is  created  and,  possibly,  such  amounts 
may  be  regarded  as  invested  capital.  Tliey  are,  however,  in  form  bor- 
rowed capital  and-  the  general  rule  is  that  the  capital  of  a  corporation 
must  belong  to  the  holders  of  its  shares  in  proportion  to  the  stock  held 
by  them.  Amounts  standing  to  the  credit  of  stockholders  upon  open 
accounts,  representing  salaries  or  dividends  credited  but  not  withdrawn, 
are  ordinarily  indebtedness,  but  may  be  shown  to  constitute  capital  if 
there  has  been  an  actual  cancellation  of  the  indebtedness  and  if  the 
status  of  such  amounts  has  been  actually  changed  into  capital. 

54.  Paid-in  Cash  as  Capital.  The  invested  capital  of  a  corporation 
includes  without  limit  the  amount  of  cash  paid  in  for  its  stock  or  shares 
or  paid  in  to  become  the  surplus  of  the  corporation.  The  amount  so 
paid  in  may  be  more  or  less  than  the  book  capital,  which  must  then  be 
adjusted  accordingly. 

55.  Good  Will  and  Intangible  Property  as  Capital.  The  invested  cap- 
ital may  include  only  a  limited  amount  of  intangible  property  paid  in 
as  the  consideration  for  the  issues  of  stock  or  shares.  Where  such 
property  was  purchased  for  cash  or  its  equivalent,  no  limit  applies. 
Good  will  and  similar  property  developed  in  the  business  may  not  be 
included  in  the  invested  capital,  but  it  is  necessary  that  it  be  specifically 
purchased  or  paid  in.  As  used  in  this  connection,  intangible  property 
means  good  will,  trade  marks,  brands,  patents,  copyrights,  processes, 
franchises,  and  other  like  property  but  does  not  include  stocks,  bonds, 
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ILLUSTRATION  OF  COMPUTATION  OK 

INVESTED  CAPITAL  AND  NET  INCOME 

OF  CORPORATION 

INVESTED  CAPITAL 
Capital  and  Sarplus: 

Capital  stock,  paid  up  and  outstanding  March  3,  1917, 

and  January  1,  1919   (par.  50) $900,000.00 

Surplus.  January  1,  1919  (pars.  51,  .'52) 450,000.00 

Undivided  profits,  January  1,  1919  (par.  52) 106.926.50    $1,456,926.80 

Adjustments  (Deductions) : 
Cash  paid  in  for  stock,  $100,000  at  par  (par.  54). 
Bonus  stock  given  with  stock  sold  for  cash  (par.  50). .  .$100,000.00 
Tangible  property  paid  in  for  stock  (par.  56)  : 

Par  value  of  stock  issued $.300,000.00 

Actual  value  of  property  when  acquired..  250.000.00        50,000.00 
Intangible  property  paid  in  for  stock  (par.  55) : 
Par  value  of  stock  issued  in  1905  for  good 

will   and    patents .$400,000.00 

Actual    value    when    acquired     ($600,000) 

25%  of  outstanding  capital  stock 225,000.00      175.000.00         325.000.00 

Invested  capital  at  beginning  of  year $1,131,926.50 

Changres  (par.  59)  : 
Dividend  paid  February  20.  1919,  $45,000  for 

315  days   (par.  60) $  38,8.35.62 

Dividend  paid  August  20,  1919,  $45,000,  cov- 
ered by  current  profits  (par.  (51). 
Federal  Income  and  Profits  Tax  for  1918, 
$91,430  (par.  62)  : 

$22,857.25  for  292  days $  18.2S5.S0 

22,857.25  for  200  days 12,524.52 

22,857.25  for  108  days 6.763.24 

22,857.25  for     17  days 1,064.58        38.638.14 

$  77,473.76 
New   capital,    paid    in    November   20.    1919, 

$62,500  for  42  days 7,219.11 

Net  average  change  (reduction) 70,254.65 

Average  invested   capital $1,061,671.85 

Inadmissible  Assets   (pars.  64,  65)  : 

Total  assets,  average  for  year $2,873,528.00 

Inadmissible  assets,  average  for  year 491,945.00 

Ratio  of  inadmissible  assets  to  total  assets 17.12% 

Deduction  of  17.12%  of  invested  capital 181.752.86 

Invested  Capital,  admissible  average .1>   879.918.99 

NET  INCOME 
Gross  Income: 

Sales    $1,545,214.00 

Interest  on  bank  balance  and  corporate  bonds 2,814.00 

Interest  on  Liberty  Bonds,  in  excess  of  exemptions...            298.00 
Dividends  from  other  corporations.     Exempt.  

_    ,  $1,548,326.00 

Deductions : 

Net  cost  of  goods  sold $   619,592.00 

Expenses    186,725.36 

Interest  paid   192,317.00 

Losses  on  bad  debts,  sale  of  permanent  assets,  etc...       18!462!oo 

Depreciation     41,690.00 

Taxes  (excluding  $91,430  Federal  income  tax  paid)...       17,473.00 

$1,076,259.36 
Net  Income   j    472,066.64 
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notes,  leaseholds,  insurance  policies,  and  other  property  commonly  de- 
scribed as  intangible  property  but  defined  as  tangible  property  by  the 
Profits  Tax  Law.  Inadmissible  assets  are  tangible  property.  A  contract 
must  be  treated  as  intangible  property  unless  there  has  first  been  a 
specific  ruling  by  the  Commissioner  to  the  contrary,  after  the  submission 
of  a  full  statement  showing  that  its  value  arises  chiefly  from  tangible 
property  to  which  it  relates.  Subscription  lists,  mailing  lists,  and  press 
association  franchises  are  intangible  property.  Where  stock  was  issued 
for  such  intangible  property,  the  amount  included  in  the  invested  capi- 
tal must  not  exceed  any  one  of  the  following  maximums  and  the  excess, 
if  any,  must  be  deducted  from  the  capital  and  surplus:  (1)  as  to  each 
item  or  parcel  of  such  property,  the  lower  of  either  (a)  the  actual  cash 
value  of  the  property  at  the  time  paid  in  or  (b)  the  par  value  of  the 
stock  or  shares  issued  in  payment  for  the  property,  which  in  the  ease 
of  stock  or  shares  issued  at  a  nominal  value  or  having  no  par  value,  shall 
be  the  fair  market  value  of  the  stock  as  of  that  date;  (2)  the  aggregate 
of  all  such  property  paid  in  prior  to  March  3,  1917,  may  not  exceed  25% 
of  the  par  value  of  the  total  outstanding  stock  on  that  date;  (3)  the 
aggregate  of  all  such  property  paid  in  before  or  after  March  3,  1917, 
may  not  exceed  25%  of  the  par  value  of  the  total  outstanding  stock  at 
the  beginning  of  the  taxable  year.  The  application  of  these  limitations 
to  a  consolidated  Return  has  already  been  discussed  (par.  34).  The 
actual  cash  value  of  intangible  property  must  be  determined  in  the  light 
of  the  facts  in  each  case.  Among  the  factors  to  be  considered  are  the 
earnings  of  the  business  attributable  to  such  property  in  the  hands  of 
the  predecessor  owner  and  also  the  purchasing  corporation,  any  cash 
offers  for  the  purchase  of  the  intangible  property  or  the  business  includ- 
ing the  intangible  property,  at  or  about  the  time  of  the  acquisition  of 
the  intangible  property,  and  the  price  of  the  stock  of  the  corporation 
in  representative  sales  made  at  or  about  the  date  in  question.  Any 
other  material  evidence  will  be  considered.  The  amount  at  which  the 
intangible  property  may  be  included  in  the  invested  capital  is  not  re- 
duced because  it  may  have  been  marked  down  or  charged  off  on  the 
books,  except  that  an  actual  decline  in  or  disappearance  of  the  value  of 
such  property  must  be  properly  reflected  as  a  reduction  of  surplus,  the 
same  as  any  other  actual  loss,  whether  recognized  on  the  books  or  not. 
56.  Tangible  Property  as  Capital.  Tangible  property,  which  includes 
all  j>roperty  other  than  that  defined  by  the  law  as  intangible  property, 
may  be  included  in  the  invested  capital  to  the  full  amount  of  its  actual 
value  at  the  time  paid  in  for  stock  or  shares  or  as  surplus.  Where  the 
taxpayer  satisfactorily  shows  that  the  actual  cash  value  at  that  time  was 
clearly  and  substantially  in  excess  of  the  par  value  of  the  stock  or  shares 
specifically  issued  for  such  property,  and  that  the  amount  of  such  addi- 
tional value  was  definitely  known  or  accurately  ascertainable  at  the 
time  of  the  payment,  the  excess  may  be  treated  as  paid-in  surplus  to  be 
added  to  the  book  capital  and  surplus.  The  fact  that  property  may 
have  substantially  increased  in  value  after  having  been  paid  in  to  the 
corporation  is  not  material,  as  any  increase  in  the  value  of  the  property 
of  the  corporation  does  not  add  to  its  invested  capital  until  realized  by 
sale  or  disi)osition  of  the  property;  only  in  this  way  does  it  become  a 
part  of  the  undivided  profits  or  surplus.  To  illustrate: — If  a  coal  mine, 
of  the  proved  value  of  $250,000  in  1903  and  $500,000  in  1917,  was  con- 
veyed to  a  corporation  in  1903  as  payment  for  its  entire  stock  of  the 
par  value  of  $100,000,  the  invested  capital   of  the  corporation   will  be 
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increased  to  $250,000  upon  a  claim  for  $150,000  as  paid  in  surplus,  but 
will  not  include  the  addition  in  value  occurring  in  later  years.  A  similar 
addition  to  paid-in  surplus  is  allowed  with  respect  to  tangible  property 
donated  or  sold  by  a  stockholder  for  a  consideration  clearly  and  sub- 
stantially less  than  the  definitely  known  or  accurately  ascertainable 
value  of  the  property  as  of  the  date  it  was  acquired.  No  such  addition 
to  the  paid-in  surplus  will  be  allowed  wdth  respect  to  property  which 
the  stockholders  acquired  shortly  before  it  was  paid  in  to  the  corporation 
at  a  bargain  price,  as,  for  instance,  at  a  receiver's  sale.  In  all  cases, 
the  proof  of  value  must  be  clear  and  explicit.  The  invested  capital  is  not 
affected  by  the  value  of  tangible  property  purchased  for  cash  or  ac- 
quired otherwise  than  as  capital  paid  in  for  stock  or  surplus. 

57.  "Mixed  Aggregate"  of  Good  Will  and  Other  Property.  Where 
a  corporation  is  formed  to  take  over  a  going  business,  it  may  acquire 
a  mixed  aggregate  of  tangible  assets  and  intangible  assets,  including 
the  good  will  of  the  former  business.  If  such  a  mixed  aggregate  was 
purchased  with  cash,  the  invested  capital  is  not  affected,  since  the  cash 
paid  in  remains  the  invested  capital.  But  where  such  a  mixed  aggregate 
has  been  purchased  with  stock  of  the  new  corporation,  no  matter  how 
many  years  ago,  it  is  necessary  to  ascertain  how  much  of  such  stock  was 
issued  for  the  tangible  property  and  how  much  of  such  stock  was  issued 
for  the  intangible  property,  since  the  latter  may  not  exceed  the  stat- 
utory limit.  Any  evidence  which  the  taxpayer  can  submit  to  show  this 
fact  will  be  received  by  the  Treasury  Department.  Where  the  property 
was  acquired  for  both  stocks  and  bonds,  it  will  be  presumed,  in  the  ab- 
sence of  satisfactory  evidence  to  the  contrary  that  the  bonds  were  issued 
for  tangible  property  and  that  the  stock  was  issued  for  any  remainder 
of  the  tangible  property  and  for  the  intangible  property.  Where  liabil- 
ities have  been  assumed  in  connection  with  the  transaction,  it  will  be 
presumed  that  such  liabilities  are  to  be  charged  first  against  the  tangi- 
ble property,  except  where  it  is  shown  by  satisfactory  evidence  that  the 
facts  were  otherwise.  Where  the  Commissioner  is  unable  satisfactorily 
to  determine  the  respective  amounts  of  stock  issued  for  the  different 
classes  of  property,  the  tax  will  be  assessed  by  comparison  with  similar 
corporations.  This  paragraph  applies  to  the  case  of  a  business  reor- 
ganized after  March  3,  1917,  only  in  connection  with  the  special  provi- 
sions applicable  to  such  reorganization,  which  are  discussed  in  a  subse- 
quent paragraph, 

58.  Appreciation  and  Depreciation.  As  has  been  stated,  property 
paid  in  as  capital  is  valued  as  at  the  time  it  is  paid  in.  Therefore,  the 
invested  capital  cannot  be  increased  by  the  appreciation  in  the  value 
of  property,  even  though  established  by  expert  appraisal  or  indisputable 
evidence  of  value.  When  the  property  is  sold  at  the  advanced  price,  the 
realized  gain  becomes  a  part  of  the  undivided  profits  and  enters  into  the 
invested  capital  of  the  following  year.  If  property  has  at  any  time  been 
marked  up  on  the  books  because  of  such  increase  in  value,  the  capital 
and  surplus  as  shown  by  the  books  must  be  reduced  to  eliminate  such 
appreciation.  On  the  other  hand,  if  property  has  decreased  in  value 
because  of  physical  exhaustion  or  obsolescence,  the  Regulations  require 
recognition  of  such  diminished  value  in  connection  with  determining 
the  surplus.  In  other  words,  the  surplus  shown  by  the  books  does  not 
in  fact  represent  the  accumulated  gain  unless  it  has  been  charged  with 
all  losses  actually  accrued.    However,  if  there  is  no  surplus,  such  losses 
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need  not  be  applied  against  the  paid-in  capital  or  the  paid-in  surplus, 
for  which  full  credit  is  given,  although  the  amounts  may  to  some  extent 
have  disappeared  from  the  assets  of  the  company  because  of  losses. 
A  loss  actually  sustained  must  be  deducted  even  though  it  was  not  allow- 
able for  Income  Tax  purposes;  for  example,  there  must  be  adequate 
allowance  for  depletion  actually  sustained  during  the  years  when  no 
deduction  for  depletion  was  allowed  or  when  the  deduction  was  limited 
in  amount.  Ordinarily,  it  must  appear  that  adequate  deductions  for 
depreciation  have  been  made  with  respect  to  all  depreciable  property, 
but  an  exception  is  made  in  the  case  of  patents.  Since  the  value  of 
patents  does  not  always  expire  with  the  life  of  the  patent,  but  may  be 
continued  because  of  improvements  or  may  become  merged  into  a  good- 
will value,  the  surplus  will  not  be  reduced  because  of  a  failure  to  charge 
off  the  depreciation  or  even  the  expiration  of  such  patents,  except  where 
it  appears  that  the  value  has  actually  decreased.  For  this  purpose  there 
is  no  distinction  between  patents  purchased  for  cash  or  acquired  for 
stock.  The  diminishing  value  of  property  for  causes  other  than  deprecia- 
tion, depletion,  or  obsolescence,  is  not  a  sustained  loss  and  does  not 
require  a  reduction  of  invested  capital. 

59.  Invested  Capital  for  Part  of  Year:    Changes  During  Year.     The 

invested  capital  is  the  average  invested  capital  for  the  taxable  year, 
not  for  any  single  day.  Therefore,  after  having  made  the  necessary 
adjustments  in  the  capital  as  of  the  first  day  of  the  taxable  year,  it  is 
necessary  to  show  the  changes  subsequently  occurring.  Where  the  Eeturn 
covers  only  a  fractional  part  of  a  year,  the  invested  capital  must  be 
reduced  to  the  same  fractional  part.  As  already  stated,  nothing  can  be 
added  on  account  of  any  addition  made  to  the  surplus  or  undivided 
profits  from  profits  earned  during  the  year  in  question.  If  new  stock  is 
issued  for  cash  or  property,  this  amount  should  be  shown  as  an  addition 
to  the  invested  capital.  If  any  stock  is  retired,  the  invested  capital 
must  be  correspondingly  reduced,  except  to  the  extent  that  the  amount 
taken  out  of  the  business  is  covered  by  the  aA^ailable  profits  of  the  tax- 
able year.  All  changes  must  be  reduced  to  the  average  for  the  taxable 
period  according  to  the  number  of  days  for  which  the  change  remains 
in  effect,  including  the  day  upon  which  it  occurs.  For  example,  if  new 
capital  is  paid  in  on  April  1,  and  is  in  the  business  for  only  275  days, 
the  invested  capital  is  Hot  increased  by  the  full  amount,  but  only  by 
275/365ths  of  it.  New  capital  of  $50,000  paid  in  on  January  15  in- 
creases the  invested  capital  by  $50,000  for  351  days  or  $48,082.18  for 
365  days.  Where  the  Return  covers  only  a  part  of  a  year,  the  average 
of  changes  occurring  in  the  invested  capital  is  computed  on  the  basis 
of  the  number  of  days  in  the  period  covered  by  the  Return. 

60.  Beduction  of  Invested  Capital  by  Dividends.  Dividends  paid 
must  be  deducted  from  the  invested  capital  where  paid  from  the  surplus 
or  undivided  profits  on  hand  at  the  beginning  of  the  year,  but  on  the 
basis  of  average  for  the  year,  as  just  explained.  Dividends  paid  dur- 
ing the  first  sixty  days  of  the  year  are  deemed  to  have  been  paid 
from  such  previously  accumulated  profits.  Dividends  subsequently  paid 
are  deemed  to  distribute  the  current  profits,  to  the  extent  that  they 
are  sufficient.  Where  a  dividend  paid  during  the  first  sixty  days  is  in 
excess  of  the  surplus  as  of  the  first  of  the  year,  such  excess  represents 
a  distribution  of  current  profits.    Any  dividend  which  exceeds  the  aggre- 
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gate  of  current  profits  and  prior  surplus  undistributed  at  date  of  pay- 
ment is  regarded  as  a  distribution  or  liquidation  of  paid-in  capital.  A 
stock  dividend  has  no  effect  on  the  invested  capital.  A  dividend  is  effeft- 
tive  from  the  date  it  is  payable,  even  where  it  is  not  withdrawn,  and 
the  date  when  it  was  declared  is  not  material.  Withdrawals  by  stock- 
holders, in  anticipation  of  profits,  are  treated  as  dividends. 

61.  Effect  of  Current  Profits  upon  Changes  in  Capital.  Payments  for 
corporate  purposes,  including  the  purchase  of  capital  stock  for  retire- 
ment or  for  resale,  but  not  including  the  payment  of  Federal  Income 
and  Excess  Profits  Taxes  for  the  preceding  year,  are  regarded  as  being 
made  from  the  profits  of  the  taxable  year  to  the  extent  that  such  profits 
are  available  at  the  time  of  payment,  rather  than  from  the  surplus  as  of 
the  beginning  of  the  year.  The  available  net  income  is  to  be  applied 
first  to  dividends  paid  after  the  expiration  of  the  first  sixty  days  of  the 
taxable  year,  and  then  to  other  corporate  purposes.  Dividends  paid 
during  the  first  sixty  days  need  not  be  deducted.  Any  payments  not 
covered  by  available  current  profits  must  be  shown  as  a  reduction 
of  the  invested  capital,  but  this  does  not  apply  to  current  operating 
losses  or  to  a  net  loss  or  deficit  for  the  year.  Where  the  amount  of 
available  current  profits  at  a  given  date  is  not  accurately  ascertainable 
from  the  books  or  other  evidence,  it  will  be  determined  by  taking  the 
same  proportion  of  the  net  income  for  the  taxable  year,  as  finally  deter- 
mined for  Income  Tax  purposes,  as  the  elapsed  portion  of  the  year  is  of 
the  entire  yeai'.  From  the  earnings  of  any  period  must  be  deducted  the 
proportionate  part  of  the  Federal  Income  and  Excess  Profits  Tax  for  the 
current  year,  to  the  extent  that  it  can  be  determined  before  final  deter- 
mination of  the  invested  capital.  The  validity  of  this  regulation  is 
obviously  open  to  question,  since  it  in  effect  compels  recognition  of  a 
future  liability  which  has  not  accrued  and  can  not  be  even  approximately 
ascertained  at  the  time  in  question. 

62.  Illustrative  Case:  Computation  of  Changes.  These  rules  may  be 
illustrated  as  follow^:  The  Edwards  Printing  Co.  had  a  net  income  of 
$36,000  for  the  year  1919,  upon  which  an  Income  and  Profits  Tax  of  $6,000 
was  payable  in  1920.  On  April  1,  1919,  the  company  paid  a  dividend  of 
$10,000  and  on  May  1  retired  $20,000  of  its  preferred  stock  at  par.  The 
books  were  closed  only  at  the  end  of  the  year.  It  will  be  presumed  that 
the  earnings  of  the  year  1919  up  to  April  1,  the  date  of  the  dividend, 
amounted  to  one-fourth  of  the  net  income  as  finally  ascertained,  or 
$9,000.  Of  this  amount  $1,500  must  be  applied  towards  Federal  Income 
Tax  for  the  current  year,  leaving  $7,500  to  apply  on  the  dividend.  The 
remaining  $2,500  of  the  dividend  must  be  treated  as  a  payment  from 
the  surplus  at  the  beginning  of  the  year  and  a  reduction  of  the  invested 
capital  for  275  days  or  a  net  reduction  of  $2,020,55  for  365  days.  The 
additional  earnings  up  to  May  1,  the  date  of  the  retirement  of  the  pre- 
ferred stock,  will  be  presumed  to  be  $3,000,  of  which  $500  will  be  applied 
for  the  accrued  Federal  Income  Tax,  leaving  $2,500  to  be  applied  upon 
the  retirement  of  stock.  The  remaining  $17,500  must  be  deducted  from 
the  invested  capital  for  245  days,  giving  a  net  reduction  of  $11,746.57 
for  365  days.     (See  also  illustration  on  page  31.) 

63.  Capital  Bednced  by  Federal  Tax  Paid.  The  regulations  hold  that 
the  Federal  Income  and  Profits  Tax  assessed  upon  the  profits  of  the  pre- 
ceding year  must  be  regarded  as  a  payment  from  the  surplus  on  hand 
at  the  beginning  of  the  year  and  must  be  shown  as  a  reduction  of  the 
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invested  capital,  without  regard  to  the  practice  followed  in  the  books. 
The  validity  of  this  requirement  is  open  to  serious  question,  since  there 
is  no  enforcible  legal  liability  for  this  tax  prior  to  the  date  of  payment, 
the  amount  is  not  ascertained  until  after  the  Eeturn  is  made  and  even 
then  is  subject  to  change,  and  there  is  no  reason  why  this  tax  can  not 
be  paid  out  of  the  current  earnings  of  the  succeeding  year,  like  any 
other  corporate  payment,  as  it  must  necessarily  have  been  in  some  cases 
where  the  entire  surplus  was  distributed  before  the  payment  date.  The 
regulations  do  not  treat  the  amount  of  the  tax  as  a  liability  in  advance 
of  the  payment  date,  since  in  that  case  it  could  not  be  included  in  the 
invested  capital  for  any  part  of  the  year,  but  it  is  expressly  provided 
that  even  where  the  tax  has  been  charged  against  the  surplus  at  the 
beginning  of  the  year  and  is  carried  in  a  reserve,  the  amount  of  the 
reserve  may  be  included  in  the  invested  capital  until  the  date  when  the 
tax  becomes  due  and  payable.  The  reduction  must  be  made  as  of  this 
date,  even  where  the  tax  is  determined  and  paid  subsequently  or  previ- 
ously. For  example,  if  a  corporation  files  a  tentative  Return  in  1919, 
and  pays  $10,000  on  March  15,  as  the  first  quarterly  installment  of  its 
tax  for  1918,  and  then  on  June  15  files  a  final  return  and  makes  a  pay- 
ment of  $60,000,  covering  the  balance  due  upon  two  installments  of 
$35,000  each,  the  deduction  from  invested  capital  will  not  be  $10,000  for 
292  days  and  $60,000  for  200  days,  as  might  be  supposed,  but  will  be 
$35,000  for  292  days  and  $35,000  for  200  days.  Furthermore,  even  though 
the  entire  tax  is  paid  on  or  before  March  15,  the  reduction  of  the  in- 
vested capital  will  be  made  just  as  though  it  were  paid  in  the  four 
quarterly  installments.  If  in  any  future  year,  an  audit  by  the  Treasury 
Department  results  in  an  increase  of  the  tax  for  1918,  a  new  Return 
for  1919  will  be  required,  showing  a  reduction  of  capital  just  as  though 
the  tax  as  finally  determined  was  paid  in  the  four  quarterly  installments 
during  1919.  This  obviously  is  a  total  disregard  of  the  actual  amount 
of  paid-in  capital  and  accumulated  profits  remaining  in  the  business 
during  the  year  and  makes  a  mere  matter  of  accounting  theory  the  con- 
troling  factor  in  a  question  of  substantial  liability.  The  sound  rule, 
as  stated  by  a  court,  is:  "A  system  of  bookkeeping  will  not  justify  the 
Government  in  claiming  taxes,  nor  will  it  justify  the  taxpayer  in  claim- 
ing exemption  from  taxation.    The  facts  must  control." 

64.  Inadmissible  Assets.  The  invested  capital  must  be  reduced  to 
the  extent  that  any  part  of  it  is  invested  during  the  taxable  year  in 
assets  (other  than  obligations  of  the  United  States)  of  a  class  which 
produce  an  income  which  is  exempt  from  the  tax.  Such  inadmissible 
assets  consist  of  stocks  in  domestic  corporations,  securities  issued  under 
the  Federal  Farm  Loan  Act,  State  and  Municipal  bonds,  and  similar  tax 
exempt  securities,  but  do  not  include  any  bonds  of  the  United  States 
Government  nor  any  tax-free  covenant  bonds.  An  asset  of  this  char- 
acter is  inadmissible  even  though  during  the  taxable  year  there  may  have 
been  no  dividends  or  interest  received.  A  corporation  cannot  change 
the  status  of  its  inadmissible  assets  by  including  the  income  therefrom 
in  its  taxable  income.  Intangible  property  is  not  an  inadmissible  asset, 
even  though  it  may  be  in  whole  or  in  part  excluded  from  the  invested 
capital.  Where  such  exempt  securities  are  carried  with  borrowed  money, 
the  interest  upon  which  may  not  be  deducted  from  the  gross  income 
because  of  the  limitation  discussed  in  par.  168,  there  may  be  excluded 
from  the  inadmissible  assets  the  same  proportion  of  the  total  investment 
as  the  disallowed  interest  bears  to  the  exempt  income,  since  the  income 
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is  thus  in  effect  included  in  the  taxable  net  income.  Similarly,  where 
the  taxable  net  income  includes  gains  or  profits  derived  from  selling  or 
otherwise  dealing  in  such  securities,  the  investment  in  inadmissible 
assets  may  be  reduced  to  the  same  proportion  of  the  actual  investment 
which  the  exempt  income  derived  from  such  assets  during  the  taxable 
year  bears  to  the  entire  net  income  derived  therefrom,  including  the 
exempt  income  and  the  taxable  profits.  To  illustrate:  The  Hawley 
Chair  Company  buys  two  bonds  of  the  Morse  County  Drainage  District 
for  $1,800,  carrying  them  in  part  with  a  loan  of  $1,000  at  7%.  It  holds 
the  bonds  for  six  months;  during  this  time  it  receives  an  interest  pay- 
ment of  $60  and  pays  $35  interest  on  the  loan;  it  then  sells  them  at  a 
profit  of  $120.  In  this  case  the  exempt  interest  is  in  fact  only  $25,  five- 
twelfths  of  the  total  interest,  representing  an  investment  of  $750.  As 
the  $25  exempt  income  is  only  one-third  of  the  total  income,  including 
the  $50  profit  upon  five-twelfths  of  the  bonds,  only  one-third  of  $750, 
or  $250,  is  deemed  invested  in  inadmissible  assets.  These  exceptions 
apply  separately  to  each  item  or  issue  of  inadmissible  assets.  For  ex- 
ample, if  the  Hawley  Chair  Company  owned  some  other  municipal  bonds, 
the  facts  relating  to  the  Morse  County  Drainage  District  Bonds  would 
have  no  effect  upon  the  amount  invested  in  the  other  municipal  bonds. 

65.  The  Deduction  for  Inadmissible  Assets.  After  the  amount  of 
the  investment  in  inadmissible  assets  has  been  determined  in  the  manner 
stated,  it  is  then  necessary  to  find  the  average  for  the  year  and  to  ascer- 
tain how  much  of  this  investment  represents  invested  capital  and  how 
much  represents  borrowed  money  or  indebtedness.  The  amount  of  inad- 
missible assets  and  also  the  amount  of  total  assets,  admissible  and 
inadmissible,  held  during  the  taxable  year,  must  be  reduced  to  the  basis 
of  an  average  for  the  year,  by  the  same  method  used  for  changes  in 
the  invested  capital.  For  this  purpose  it  is  not  material  whether  the 
assets  are  tangible  or  intangible  or  were  purchased  with  capital  or  with 
borrowed  money  or  from  current  profits,  but  all  assets  must  be  valued 
according  to  the  rules  applying  to  invested  capital.  Intangible  property 
excluded  from  the  invested  capital  may  not  be  included  in  the  total 
assets.  Upon  a  consolidated  Return,  the  total  assets  and  the  inadmis- 
sible assets  of  the  entire  affiliated  group,  as  sliown  by  the  consolidated 
balance  sheet,  are  used.  The  average  for  the  year  may  ordinarily  be 
determined  by  taking  the  average  of  the  amount  on  the  first  and  last 
days  of  the  year,  but  where  any  substantial  change  has  occurred  during 
the  year  in  the  amount  of  the  inadmissible  or  the  total  assets,  the  effect 
of  such  change  should  be  averaged  exactly  from  the  date  on  which  it 
occurred.  Where  the  amount  of  each  kind  of  assets  held  on  a  given 
date  in  each  month  throughout  the  year  or  at  frequent  regular  intervals 
can  be  determined,  and  where  the  ordinary  method  does  not  substan- 
tially reflect  the  average  situation  throughout  the  year,  the  amount  of 
admissible  and  inadmissible  assets  may,  with  the  permission  of  the  Com- 
missioner, be  determined  by  averaging  the  amount  held  at  such  periodic 
dates.  The  average  invested  capital  must  then  be  reduced  by  the  per- 
centage found  for  the  average  inadmissible  assets  as  compared  with  the 
average  total  assets.  To  illustrate  by  the  case  of  the  Hawley  Chair  Com- 
pany above:  The  inadmissible  assets  amount  to  $250  for  six  months,  or 
$125  for  the  year.  Assuming  that  the  average  total  assets  of  the  com- 
pany, not  the  net  assets,  were  $100,000  for  the  year  and  that  the  average 
invested  capital  was  $42,000,  the  invested  capital  must  be  reduced  by 
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.125%,  or  $52.50,  making  the  invested   capital,  as  adjusted,  $41,947.50. 
(See  also  the  illustration  on  page  31.) 

66.  Invested  Capital  of  Reorganized  Business.  In  any  case  of  reor- 
ganization, consolidation,  or  change  of  ownership  after  March  3,  1917, 
of  a  business  or  of  property,  where  any  of  the  same  persons  previously 
interested  in  or  controlling  the  property  or  the  business  retain  an  interest 
or  control  amounting  to  50%  or  more,  the  new  corporation  is  not  allowed 
to  compute  its  invested  capital  the  same  as  if  the  business  had  been  sold 
to  strangers,  but  the  property  received  from  the  previous  owner  must 
be  valued  as  follows:  If  the  previous  owner  was  a  corporation,  no  asset 
received  from  it  shall  be  included  in  the  invested  capital  at  any  greater 
value  than  would  have  been  allowed  to  it  as  invested  capital  of  the 
prior  corporation.  If  the  previous  owner  was  an  individual  or  partner- 
ship, all  assets  transferred  must  be  valued  at  their  cost  when  acquired 
by  such  previous  owner,  with  allowance  for  all  depreciation,  impairment, 
betterment  or  development,  but  with  no  addition  on  account  of  expendi- 
tures deducted  at  any  time  in  computing  taxable  net  income.  The  pur- 
pose of  this  restriction  is  to  prevent  any  advantage  to  those  who  have 
reorganized  their  business  after  the  passage  of  the  first  Excess  Profits 
Tax  Law.  To  illustrate:  Frank  Walsh  was  operating  a  department  store 
representing  an  actual  investment  of  $70,000,  but  actually  worth  $100,000, 
because  of  the  development  of  its  good  will  and  the  increase  in  the  value 
of  its  real  estate.  As  he  needed  more  capital,  he  organized  a  corporation 
which  took  over  the  business  on  July  1,  1917,  for  $100,000  in  stock  which 
was  issued  to  Walsh.  George  Ridgely  and  Daniel  McKay  each  invested 
$40,000  in  cash  and  received  $40,000  in  stock.  The  invested  capital  of 
the  new  company  will  be  $150,000,  although  it  would  have  been  $180,000 
if  the  same  transaction  had  been  carried  out  in  January,  1917,  or  if 
Eidgely  and  McKay  had  taken  a  greater  amount  of  stock  than  Walsh, 
or  if  the  business  had  been  sold  for  $100,000  in  cash. 

PART  3.  DETERMINATION  OF  NET  INCOME. 

67.  Nature  of  Income.  The  law  defines  income  to  include  "gains, 
profits,  and  income  derived  from  salaries,  wages,  or  compensation  for 
personal  services  *  *  *  or  from  professions,  vocations,  trades,  busi- 
nesses, commerce,  or  sales,  or  dealings  in  property  *  *  *  also  from 
interest,  rent,  dividends,  securities,  or  the  transaction  of  any  business 
carried  on  for  gain  or  profit,  or  gains  or  profits  and  income  derived 
from  any  source  whatever."  Income  represents  gains  or  additions  to 
wealth  and  does  not  include  moneys  received  in  return  for,  or  in  ex- 
change for,  wealth  already  owned  in  a  different  form.  For  instance, 
if  a  man  receives  $100  in  payment  of  a  note  which  he  has  held  as 
security  for  money  loaned,  such  payment  is  not  income  because  he 
already  was  worth  the  value  of  the  note.  But  if  he  receives  $6  as  one 
year's  interest  on  that  note,  that  is  income  because  it  is  what  his 
investment  earned  for  him. 

68.  Gross  Income  and  Net  Income.  All  that  a  person  receives  in 
the  way  of  gains  or  profits,  with  certain  exceptions  described  by  the 
Act,  makes  up  the  "Gross  Income,"  which  therefore  means  taxable 
gross  income.  The  entire  salary  received  or  the  entire  sales  of  a  busi- 
ness would  be  the  Gross  Income.  The  Act  then  specifies  certain  "De- 
ductions" which  are  allowed,  such  as  business  expenses,  losses,  depre- 
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ciatiou,  etc.,  and  the  remainder  is  what  is  called  the  "Net  Income." 
The  Net  Income  must  be  determined  in  accordance  with  the  instructions 
on  the  Return  and  by  showing  the  total  Gross  Income  and  several  Deduc- 
tions. The  various  exemptions  and  credits,  such  as  the  $2,000  personal 
exemption,  are  then  deducted  from  the  Net  Income  in  computing  the 
tax.  The  Returns  are  revised  from  time  to  time  and  the  reader  should 
study  this  Guide  in  connection  with  the  latest  form  of  Return.  The 
principles  stated  herein,  except  where  qualification  is  made,  are  appliea 
ble  to  all  persons,  including  corporations  and  partnerships. 

69.  Calendar  and  Fiscal  Year.  Net  Income  is  to  be  determined  for 
the  calendar  year  unless  the  taxpayer  regularly  employs  books  based 
upon  an  annual  accounting  period  ending  upon  the  last  day  of  some 
month  other  than  December.  If  such  books  are  kept,  the  taxpayer, 
whether  individual,  partnership,  or  corporation,  must  make  the  Return 
in  accordance  with  such  accounting  period,  which  is  called  the  fiscal  year. 
A  concern  which  actually  makes  an  annual  closing  of  its  books  on  a 
fiscal  year  basis  is  no  longer  allowed  to  choose,  as  formerly,  whether 
to  report  on  this  basis  or  for  the  calendar  year.  A  fiscal  year  must  cover 
a  twelve-month  period  ending  on  the  last  day  of  a  calendar  mouth, 
and  an  accounting  period  of  any  other  length  or  not  ending  on  the 
last  day  of  some  month  will  not  be  recognized.  The  Return  may  some- 
times cover  less  than  twelve  months,  as  where  it  is  the  first  Return 
filed  or  where  the  fiscal  year  is  changed,  but  in  no  case  will  a  Return 
for  more  than  twelve  months  be  allowed.  To  change  from  calendar 
year  basis  to  fiscal  year  basis,  or  from  one  fiscal  year  to  another,  or  to 
the  calendar  year,  permission  must  be  secured  and  a  Return  must  be 
made  for  the  portion  of  a  year  intervening  between  the  end  of  the  old 
and  the  end  of  the  new  annual  period.  Permission  will  be  granted  only 
where  notice  of  the  change  is  given  at  least  thirty  days  before  the  next 
Return  is  due  on  the  old  basis  and  also  thirty  days  before  the  first  Re- 
turn is  due  on  the  new  basis.  In  all  cases  where  a  Return  covers 
less  than  a  year,  the  credits  allowed  for  the  various  taxes  shall  all 
be  reduced  in  proportion  to  the  fractional  x^art  of  the  year  covered 
by  the  Return  (except  that  the  personal  exemption  of  individuals  and 
the  $2,000  specific  exemption  for  corporation  Income  Tax,  as  distin- 
guished from  the  exemption  for  Excess  Profits  Tax,  need  be  reduced  only 
where  there  is  a  change  in  the  fiscal  period  on  which  the  Return  is 
based,  and  not  in  case  of  a  Return  for  a  portion  of  a  year  from  some 
other  cause).  Where  the  Commissioner  finds  that  a  taxpayer  intends  to 
do  any  act  prejudicing  the  collection  of  the  tax,  such  as  concealing  his 
property  or  leaving  the  country,  he  may  declare  the  taxable  year  termi- 
nated and  require  a  Return. 

70.  Receipt  and  Accrual  Computation.  There  are  two  general  meth- 
ods for  computing  income,  known  as  the  Receipt  Basis  and  the  Accrual 
Basis.  The  first  implies  that  only  the  amounts  actually  received  and 
disbursed  during  the  year  shall  be  included,  while  the  second  recognizes 
credits  and  charges  which  have  been  incurred,  even  though  they  have 
not  been  paid  or  even  though  they  are  not  due  or  payable,  provided 
there  is  an  actual  liability  and  not  a  mere  anticipation.  For  example, 
if  salary  is  payable  on  January  15  for  the  month  ending  on  that  day, 
the  amount  paid  would,  on  the  Receipt  Basis,  be  regarded  entirely  as 
income  for  the  year  in  which  payment  is  made,  while  on  the  Accrual 
Basis  only  one-half  would  be  reported  for  that  year  and  one-half  would 
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be  charged  in  the  prior  j'ear  when  the  salary  was  being  earned.  Tho 
Eevenue  Act  requires  the  taxpayer  to  use  the  Receipt  Basis  except 
where  books  of  account  which  clearly  reflect  the  income  ©n  some  other 
basis  are  regularly  employed.  In  such  a  case  the  Return  must  be  made 
in  accordance  with  the  books  of  account,  without  allowing  the  taxpayer 
the  choice  which  he  formerly  had,  of  using  the  Receipt  Basis  instead. 
The  Accrual  Basis  may  be  used  to  a  greater  or  lesser  extent;  for  exam- 
ple, although  almost  all  business  accounts  include  in  the  income  sales 
made  but  not  collected  for,  and  very  many  charge  ofE  during  the  year 
only  so  much  of  an  insurance  premium  as  covers  the  actual  expiration, 
less  frequently  taxes  and  interest  are  charged  on  the  accrual  basis.  No 
particular  method  of  bookkeeping  is  required,  so  long  as  the  actual  facts 
are  represented  under  a  consistent  plan.  In  any  event,  the  income  should 
be  computed  on  the  Return  in  accordance  with  the  books,  making  proper 
adjustment  where  the  books  fail  to  show  the  actual  income  as  required  by 
the  law. 

71.  Anticipations  and  Reserves.  Both  the  gross  iucomc  and  the 
deductions  must  be  computed  on  the  basis  of  actual  results  and  closed 
transactions,  even  under  the  Accrual  Basis,  and  not  ujwn  the  basis  of 
prospects  for  the  future.  For  example,  interest  charged  off  must  actually 
relate  to  the  period  covered,  and  it  would  7iot  be  allowable  to  charge 
against  a  very  profitable  year  interest  or  any  other  expenses  neitlier 
accrued  nor  paid  until  subsequent  years.  Nor  may  a  charge  actually 
related  to  one  year  be  used  to  reduce  the  income  of  a  later  year,  oven 
though  it  was  not  entered  on  the  books  or  on  the  Return  in  the  proper 
year.  Thus  a  reserve  set  up  for  a  contemplated  advertising  campaign 
cannot  be  treated  as  an  accrued  expense.  A  reserve  for  possible  fire 
loss,  shrinkage  in  value  of  inventory,  or  the  estimated  proportion  of 
uncollectible  accounts,  does  not  represent  any  loss  actually  sustained 
and  cannot  be  deducted.  Where  such  reserves  are  set  up,  the  expenses 
and  losses  may  be  deducted  when  they  actually  accrue  and  are  charged 
to  the  reserve.  Similarly  a  profit  is  not  taxable  until  it  is  realized, 
and  the  gross  income  should  not  include  the  apparent  gain  resulting 
from  an  appraisal  of  plant  or  property  at  an  increased  value,  an  increase 
in  the  market  price  of  inventoried  merchandise,  an  advance  in  the  cur- 
rent price  of  listed  securities  held,  or  any  other  source  of  purely  "paper 
profit."  In  general,  income  should  include  all  gain  or  loss  actually 
sustained  by  a  closed  transaction,  and  for  this  purpose  there  is  a  closed 
transaction  whenever  there  arises  an  obligation  to  pay  a  fixed  sum  or 
whenever  property  is  taken  as  payment  of  a  fixed  sum.  Thus  the  ex- 
change of  real  estate  or  securities  with  known  market  values,  the  sale  of 
property  for  notes  or  upon  deferred  payments,  or  the  valid  release  or 
compromise  of  indebtedness,  would  constitute  a  closed  transaction  which 
should  be  reflected  in  the  computation  of  income. 

72.  Constructive  Receipt.  The  Receipt  Basis  is  not  limited  to  receipt 
in  cash,  but  includes  payment  made  in  a  substitute  for  monej'^,  and 
credits  available  or  appropriated.  Thus,  even  on  the  Receipt  Basis, 
income  must  include  interest  and  rents  paid  with  notes  or  securities, 
professional  fees  paid  in  real  estate,  wages  paid  j>artly  by  furnishing 
board  and  lodging,  partnership  profits  ascertained  and  credited  to  the 
partners,  dividends  credited  to  a  drawing  account,  and  all  income  which 
is  held  subject  to  demand  or  for  which  the  recipient  accepts  an  act  or 
obligation  as  payment.     There  is  no  constructive  receipt  where  the  pay- 
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ment  does  not  represent  a  fixed  sum;  for  example,  rent  based  upon  crop 
shares  is  not  regarded  as  income  until  the  crops  received  have  been 
reduced  to  money. 

(A)  Items  Not  Included  in  Gross  Income. 

73.  Nature  of  Excluded  Items.  As  the  term  "gross  income"  is 
used  only  to  refer  to  taxable  gross  income,  it  does  not  include  gains 
which  are  exempt,  because  of  specific  provisions  of  the  statute  or  be- 
cause they  accrued  prior  to  March  1,  1913,  when  the  first  income  tax 
law  went  into  effect.  The  gross  income  also  does  not  include  amounts 
received  which  I'epresent  a  change  in  form  rather  than  an  addition  to 
wealth  and  which  therefore  are  not  gain. 

74.  Gifts.  The  value  of  property  acquired  by  gift,  bequest,  devise, 
or  descent  is  not  included  in  income  of  individuals  or  corporations,  but 
the  income  from  such  property  must  be  included.  A  man  who  inhierits 
a  farm  does  not  include  the  value  of  the  farm,  but  all  rents  or  other 
income  received  must  be  included.  Where  a  will  makes  a  gift  of  the 
income  from  an  estate  during  a  specified  period  to  persons  who  are  not 
the  devisees  of  the  principal  of  the  estate,  such  persons  are  not  taxed 
upon  the  amounts  received.  The  voluntary  release  of  a  debt  owing  by 
a  corporation  is  a  gift  to  that  corporation  and  does  not  add  to  its  gross 
income. 

75.  Compensation  for  Personal  Injury  or  Property  Damage.  Amounts 
received  by  an  individual  as  compensation  for  personal  injuries  or  sick- 
ness arc  not  regarded  as  gains  and  are  not  included  in  the  gross  income. 
This  applies  to  payments  made  under  accident  insurance  policies,  health 
insurance  policies,  workmen's  compensation  acts,  judgments  for  damages 
for  such  injuries,  and  settlement  or  compromise  agreements.  Damages 
recovered  in  any  manner  because  of  injury  to  property,  interference  with 
rights,  or  breach  of  contract,  are  not  income  because  in  the  usual  case 
they  merely  take  the  place  of  wealth  or  capital  without  adding  thereto. 
It  is,  however,  possible  that  the  destruction  of  property  may  result  in 
a  money  compensation  which  amounts  to  more  than  its  cost  (or  value  on 
March  1,  1913),  or  that  the  expected  profit  upon  a  contract  may  be 
actually  realized  by  recovering  for  the  breach.  In  a  case  of  this  kind 
the  gain  will  be  held  taxable.  Special  provision  has  been  made  for 
allowing  the  replacement,  at  an  advanced  cost,  of  property  lost,  de- 
stroyed or  damaged  by  casualty  (apparently  excluding  the  negligent 
act  of  another  person)  or  by  the  exercise  of  the  power  of  eminent  domain, 
without  incurring  any  tax  on  the  difference  between  the  original  cost 
of  the  damaged  property  and  the  amount  actually  and  reasonably  ex- 
pended to  replace  or  restore  the  property.  The  gain,  if  any,  equals  the 
excess  of  the  amount  received  as  compensation  over  the  cost  of  replace- 
ment. There  is  a  replacement  only  to  the  extent  that  the  new  property 
serves  the  same  purpose  as  the  former  property,  without  added  capacity 
or  other  additional  value.  In  case  of  a  subsequent  sale  and  for  the 
purpose  of  computing  depreciation,  the  cost  of  the  new  property  must 
be  taken  as  the  cost  of  the  old  property.  If  the  entire  amount  received 
as  compensation  is  placed  in  a  replacement  fund,  established  by  special 
permission  in  each  case  after  application  (on  Form  1114),  stating  that 
replacement  is  desired  but  is  not  immediately  practicable  under  the 
circumstances  and  will  be  accomplished  as  expeditiously  as  possible,  the 
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accounting  for  tax  upon  any  excess  of  compensation  over  cost  of  replace- 
ment may  be  deferred  for  a  reasonable  time.  A  bond  will  be  required 
for  an  amount  not  less  than  the  estimated  taxes  assessable  upon  the 
amount  carried  to  the  replacement  fund. 

76.  Proceeds  of  Life  Insurance  Policies.  The  money  received  upon 
a  life  insurance  policy  by  the  estate  of  the  insured  or  by  an  individual 
or  partnership  beneficiary,  at  the  death  of  the  one  insured,  is  not  tax- 
able. Proceeds  of  life  insurance  policies  paid  to  corporations  are  taxable 
as  profit  to  the  extent  that  the  amount  received  exceeds  the  value  of  the 
policy  on  March  1,  1913,  plus  the  premiums  subsequently  paid  and  not 
deducted  as  an  expense  in  any  Return  of  income.  Where  upon  the 
maturity  of  an  endowment  policy  or  upon  the  surrender  of  a  life  insur- 
ance policy  for  cash,  payment  is  made  to  the  insured  or  some  other 
person  who  has  been  paying  the  premiums,  all  that  is  received  in  excess 
of  the  value  on  March  1,  1913,  plus  amounts  subsequently  paid  is  income. 
Annuities  are  subject  to  the  same  rule.  Dividends  on  life  insurance 
policies  that  have  not  matured  are  not  income,  but  dividends  on  matured 
policies  are  income,  taxed  just  like  dividends  on  corporation  stock. 

77.  Alimony.  An  amount  received  as  alimony  or  separation  allow- 
ance under  a  decree  of  court  or  a  separation  agreement  is  not  to  be 
included  in  the  gross  income  of  the  recipient,  nor  may  it  be  deducted  by 
the  person  who  pays  it. 

78.  Dividends  Received  by  Corporations.  The  amounts  received  by 
a  corporation  as  dividends  upon  stock  in  other  taxable  corporations  are 
exempted  from  all  taxes.  Although  the  law  provides  that  such  dividends 
shall  be  included  first  in  the  gross  income  and  then  again  in  the  Deduc- 
tions from  gross  income,  it  appears  more  logical  merely  to  exclude  the 
dividends  from  the  gross  income,  as  is  required  by  the  Return.  Divi- 
dends received  by  individuals  are  taxed  (see  par.  124). 

79.  Compensation  of  Public  Empolyes.  The  compensation  of  all  the 
officers  and  employes  of  a  state,  or  political  subdivision  thereof,  are 
exempt  from  tax  and  need  not  be  included  in  gross  income.  This  exemp- 
tion does  not  extend  to  federal  employes,  but  mail  clerks,  postmasters, 
revenue  collectors  and  other  United  States  employes  are  taxed  upon 
their  salaried  incomes.  Pensions  paid  by  the  United  States  Government 
are  not  exempt. 

80.  Compensation  in  Army  and  Navy.  Gross  income  does  not  include 
so  much  of  the  salary  or  compensation  received  during  the  present  war 
for  active  service  in  the  military  or  naval  forces  of  the  United  States 
as  does  not  exceed  $3,500.  Otherwise,  compensation  of  persons  in  the 
army  or  navy  is  subject  to  tax.  Government  allowances  to  families  of 
soldiers  or  sailors  and  allotments  from  exempt  compensation  are  also 
exempt. 

81.  Income  from  Gold  Mining  and  Sale  of  Oil  Wells  and  Mines. 
The  net  income  derived  from  the  mining  of  gold  by  a  corporation  is 
exempt  from  the  Profits  Tax,  and  the  profit  made  by  selling  mines,  oil 
wells,  gas  wells,  or  any  interest  therein,  where  the  principal  value  results 
from  prospecting,  exploration  or  discovery  work  done  by  the  taxpayer,  is 
subject  only  to  a  limited  Profits  Tax  in  case  of  a  corporation  and  Surtax 
in  case  of  an  individual,  which  shall  not  exceed  20%  of  the  selling  price. 
To  apply  this  20%  maximum,  it  is  not  permissible  to  treat  the  profit  on 
the  mines  or  wells  as  though  it  all  fell  within  the  highest  bracket  of 
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the  net  income,  but  after  computing  the  tax  upon  the  entire  net  income, 
if  the  ratio  of  Surtax  or  Profits  Tax  to  total  net  income  is  more  than 
20%,  the  proportion  of  suck  tax  attributable  to  this  profit  is  reduced  to 
20%  of  the  profit. 

82.  Interest  on  United  States  Bonds.  The  law  exempts  the  interest 
upon  obligations  of  the  United  States  issued  before  September  1,  1917, 
and  upon  those  issued  after  that  date,  if  and  to  the  extent  provided  in 
the  act  authorizing  the  issue.  Where  such  interest  is  wholly  exempt  it 
is  not  included  in  the  gross  income,  but  if  any  of  the  interest  is  only 
partially  exempt  that  much  of  it  must  be  included  in  the  gross  income 
and  net  income  and  then  shown  in  the  proper  credit  (see  pars.  8  and  25) 
United  States  Bonds  of  the  First  Liberty  Loan,  all  bonds  and  othei 
obligations  of  the  United  States  issued  prior  to  that  Loan,  and  the  3%% 
A^'ictory  Notes  of  the  Fifth  Liberty  Loan  are  wholly  tax  exempt.  All 
other  obligations  of  the  United  States  are  exempt  from  the  Normal  Tax 
upon  individuals  and  the  Income  Tax  upon  corporations,  but  the  Surtax 
upon  individuals  and  the  Profits  Tax  upon  corporations  applies  to  the 
interest  upon  any  of  such  obligations  held  in  excess  of  the  following 
exempt  amounts  of  principal:  (a)  $5,000  of  principal,  of  all  obligations 
issued  to  date — except  Victory  Notes  of  the  Fifth  Liberty  Loan — includ- 
ing War  Savings  Stamps,  Treasury  Certificates,  and  Liberty  Bonds  of 
the  Second,  Third  and  Fourth  issues  and  of  any  issue  converted.  No 
time  limit.  Certificates  of  Indebtedness  have  no  other  exemption,  (b) 
$30,000  of  Fourth  Liberty  Loan  Bonds,  for  two  years  after  the  war  only, 
(c)  $30,000  of  First  Liberty  Loan  Bonds  converted  to  4^4%  bonds  of 
the  issue  of  October  24,  1918,  for  two  years  after  the  war  only,  (d) 
$45,000  of  Second  and  Third  Liberty  Loan  Bonds  and  converted  bonds 
of  corresponding  issues,  for  two  years  after  the  war  only  and  only  in 
such  amount  that  the  taxpayer  has  acquired  by  original  subscription 
(not  purchase  after  issue)  and  still  holds  at  the  date  of  making  the 
Return,  Fourth  Liberty  Bonds  equal  to  two-thirds  the  amount  of  ex- 
emption claimed  hereunder,  (e)  $30,000  of  any  Liberty  Bonds  (Second, 
Third  or  Fourth  issues  or  corresponding  conversions,  but  not  Certificates 
or  other  obligations),  until  five  years  after  the  end  of  the  war.  (f) 
$20,000  of  Liberty  Bonds  (as  in  (e)  above)  but  only  in  such  amount 
that  the  taxpayer  has  acquired  by  original  subscription  and  still  holds 
at  the  date  of  making  the  Return,  Victory  Notes  of  either  issue  amount- 
ing to  one-third  of  the  exemption  claimed  hereunder,  (g)  Victory  Notes 
of  the  4%%  issue  have  no  exemption  from  Surtaxes  or  Profits  Tax  and 
may  not  be  included  in  any  of  the  exemptions  stated  above.  These 
exemptions  may  be  distributed  in  any  way  at  the  option  of  the  taxpayer 
over  the  obligations  to  which  they  apply,  in  order  to  secure  the  largest 
possible  exemption.  The  end  of  the  war,  in  this  connection,  will  be  the 
date  fixed  by  proclamation  of  the  President.  The  exemption  of  each 
affiliated  corporation  joining  in  a  consolidated  Return  is  separately  com- 
puted and  only  the  interest  which  would  be  taxable  upon  a  separate 
Return  is  included  in  the  taxable  income  shown  on  the  consolidated 
Return.  The  application  of  these  exemptions  is  illustrated  by  the  case 
of  the  First  National  Bank,  which  during  1919  held  and  received  the 
interest  upon  $60,000  of  Third  Liberty  Loan  Bonds,  $65,000  of  Fourth 
Loan  Bonds,  $10,000  of  3%%  Victory  Notes,  and  $20,000  of  4%%  Vic- 
tory Notes.  All  of  the  interest  upon  the  4%%  Victory  Notes  is  subject 
to  the  Profits  Tax  and  all  of  the  interest  upon  the  3%%  Victory  Notes 
is  exempt  from  the  Profits  Tax,  both  being  exempt  from  the  Income 
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Tax.  The  interest  upon  $30,000  of  the  Fourth  Loan  Bonds  is  exempt 
from  Profits  Tax  under  clause  (b)  above.  The  exemption  of  clause  (e) 
above  may  apply  to  an  additional  $30,000  of  the  Fourth  Loan  or  may 
be  applied  to  $15,000  of  the  Fourth  Loan  and  $15,000  of  the  Third  Loan. 
If  as  much  as  $6,666.66  in  Victory  Notes  of  either  issue  was  acquired 
upon  original  subscription,  tliere  is  an  exemption  of  $20,000  under  clause 
(f)  above  which  may  be  applied  to  the  remaining  $20,000  of  Fourth 
Loan  Bonds,  if  exemption  (e)  was  divided,  or  may  be  applied  to 
$5,000  of  Fourth  Loan  and  $15,000  of  the  Third  Loan  Bonds.  If  as  much 
as  $30,000  of  the  Fourth  Loan  Bonds  were  acquired  by  original  sub- 
scription, $45,000  of  the  Third  Loan  Bonds  will  be  exempt  under  clause 
(d).  If  the  amount  of  Victory  Notes  or  Fourth  Loan  Bonds  acquired 
on  original  subscription  was  any  smaller  than  that  stated,  the  exemp- 
tions under  clauses  (f)  and  (d)  would  be  proportionately  reduced. 

83.  Bonds  of  War  Finance  Corporation.  Interest  upon  bonds  issued 
by  the  War  Finance  Corporation  is  exempt  if  and  to  the  extent  provided 
in  the  respective  Acts  authorizing  the  issue  thereof. 

84.  Federal  Farm  Loan  Act  Securities.  The  Federal  Farm  Loan 
Act,  as  well  as  the  Income  Tax  Act,  provides  that  the  securities  issued 
under  that  act  shall  be  exempt  from  the  Income  Tax.  The  same  is  true 
of  dividends  received  from  Federal  Reserve  Bank  Stock.  These  secur- 
ities are  not,  however,  obligations  of  the  United  States  and  do  not  share 
in  other  exemptions,  such  as  the  privilege  of  being  included  in  invested 
capital,  which  are  conferred  upon  government  securities. 

85.  Income  from  State  and  Municipal  Securities.  Gross  income  does 
not  include  interest  from  bonds  or  other  obligations  of  the  states  or 
political  subdivisions  of  a  state.  Corporations  as  well  as  individuals 
receive  the  benefit  of  this  exemption.  The  term  "political  subdivision" 
includes  any  special  assessment  district  or  division  created  by  the  proper 
authority  of  a  state,  acting  within  its  constitutional  powers,  for  the 
purpose  of  carrying  out  some  public  work  which  is  a  function  of  the 
State  Government.  This  includes  cities,  counties,  drainage  districts, 
school  districts,  highway  districts,  etc. 

86.  Bonds  of  Public  Utility  Corporations  and  of  Foreign  Govern- 
ments. The  above  exemption  extends  only  to  income  derived  from  obli- 
gations of  political  subdivisions  of  the  states,  and  not  to  the  income 
derived  from  securities  of  private  corporations  conducting  waterworks, 
irrigation  jjrojects,  railroads,  street  railways,  telephones,  light  plants,  or 
other  utilities.  Also,  when  a  municipality  purchases  a  public  utility 
subject  to  a  mortgage,  the  mortgage  retains  its  original  character,  even 
thougli  the  municipality  pays  the  interest  thereon.  Interest  from  bonds 
of  foreign  governments  is  not  exempt.  Therefore,  coupons  from  English, 
French,  Canadian,  Argentine,  Chinese  or  other  foreign  government  bonds 
must  be  included  in  gross  income. 

(B)   Particular  Items  of  Gross  Income. 
1.  Salaries,  Wages,  Commissions,  Fees,  Etc. 

87.  Compensation  Is  Income.  Any  form  of  compensation  for  per- 
sonal services  is  income.  The  full  amount  received  must  be  shown  as 
gross  income  and  any  direct  expenses  which  are  allowable  are  shown 
MS  Deductions  from  gross  income.    No  deduction  can  be  made  for  the  cost 
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of  training  or  education,  cost  of  living,  or  other  indirect  cost  which  may 
be  involved  in  maintaining  the  ability  to  render  the  services.  Salaries, 
commissions,  professional  fees,  and  other  forms  of  compensation  are 
regarded  as  income  when  received,  regardless  of  when  they  were  earned, 
unless  they  are  accrued  as  income  on  books  regularly  kept  by  the  tax- 
payer. An  agent  on  commission  who  receives  in  January,  1919,  a  large 
amount  in  settlement  of  the  commissions  earned  during  1918,  must  pay 
the  1919  tax  on  that  amount,  although  his  business  transacted  in  1919 
may  actually  be  so  small  that  he  has  not  earned  any  taxable  net  income 
on  that  year's  business.  The  compensation  of  an  executor  or  trustee 
should  be  included  in  the  Return  for  the  year  when  it  is  received,  even 
though  the  services  may  have  been  entirely  performed  in  other  years. 
Where  professional  fees  are  billed  in  one  year  and  entered  as  income 
in  the  accounts,  they  must  be  reported  as  income  in  that  year,  even 
though  not  collected  until  later.     (For  exempt  salaries,  see  pars.  79-80.) 

88,  Incidental  Benefits.  Living  quarters,  board  and  lodging,  rent, 
or  expenses,  allowed  in  lieu  of  salary,  must  be  accounted  for  as  income. 
Where  the  compensation  for  services  is  paid  in  part  by  furnishing  a 
place  to  live,  food,  clothes,  or  any  form  of  valuable  goods,  the  value  of 
such  benefits  furnished  should  be  estimated  in  money  and  included  in 
income.  When  employes  receive  incidental  benefits  from  their  employ- 
ment, as  for  example,  free  rent,  fuel,  automobile  use,  free  passes,  etc., 
these  constitute  taxable  income  whenever  they  are  in  fact  part  of  the 
employment  contract  and  some  value  is  attached  to  them.  This  does  not 
include  special  expenses  incurred  in  connection  with  the  business  and 
repaid  by  the  employer.  For  example,  a  minister  receiving  a  salary  of 
$1,500  per  j'ear  is  supplied  with  a  furnished  parsonage  with  a  rental 
value  of  $900  per  year.  His  gross  income  is  $2,400.  He  is  sent  by  his 
congregation  to  attend  a  convention  in  a  distant  city,  and  receives  his 
railroad  fare,  hotel  bill,  and  expenses.  These  latter  sums  are  not  income. 
Any  excess  of  amount  received  to  cover  expenses  over  the  actual  ex- 
pense is  income.  A  commission  deducted  from  the  premium  and  re- 
tained by  a  life  insurance  agent  for  writing  a  policy  on  his  own  life  is 
income  accruing  to  the  agent.  Where  the  incidental  benefit  is  received 
not  as  compensation  for  services,  but  because  of  the  ownership  of  a  busi- 
ness or  of  property,  it  is  not  income.  Thus  a  farmer  is  not  taxed  on  the 
value  of  farm  produce  consumed  in  the  family  and  a  taxpayer  living  in 
a  home  which  he  owns  is  not  taxed  on  the  rental  value. 

89,  Pensions  and  Pension  Funds.  The  taxable  income  includes 
amounts  received  by  a  retired  worker  as  a  pension  from  a  former  em- 
ployer, since  tliis  is  additional  payment  for  the  prior  services.  Deduc- 
tions from  salaries  or  wages  made  by  the  employer  to  cover  compulsory 
or  voluntary  contributions  to  pension,  health  benefit,  or  insurance  funds 
should  be  added  to  the  amounts  received  in  reporting  income  subject  to 
tax,  but  the  same  amount  may  be  deducted  from  the  amounts  subse- 
quently received, 

90,  Indefinite  Amount.  Compensation  is  none  the  less  income  where 
the  amount  is  not  fixed,  but  is  settled  arbitrarily.  The  clergyman  who 
officiates  at  a  wedding  or  funeral  receives  only  what  is  offered  to  him. 
His  fees  are  none  the  less  income  and  must  be  included  in  the  Return. 
Where  a  congregation  takes  up  a  subscription  to  supply  its  minister  with 
clothes,  furniture,  or  a  vacation,  it  must  be  determined  in  the  particular 
ease  whether  it  is  a  donation,  which  is  not  income,  or  whether  the  com- 
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pensation  is  otherwise  indefinite  in  amount  and  is  supplemented  by  auch 
payments,  making  them  income. 

91.  Gratuities  and  Tips.  Where  a  tip  actually  represents  compensa- 
tion for  services,  it  is  income  of  the  person  receiving  it,  notwithstanding 
that  the  amount  is  optional  to  the  giver.  This  includes  tips  of  waiters, 
bell  boys,  Pullman  porters,  and  others  who  are  customarily  paid  for  their 
services  in  this  way.  Where  tips  are  not  a  general  practice  they  are  a 
donation  and  do  not  purport  to  be  a  compensation.  Gratuities  not  in  the 
form  of  money,  such  as  cigars,  candy  or  other  presents,  are  not  income 
in  any  case,  as  they  are  not  taken  as  representing  money. 

92.  Bonuses.  Profit-sharing  or  bonus  or  other  special  form  of  com- 
pensation is  income,  if  it  is  in  fact  a  payment  for  services,  but  not  if  it 
is  a  gift.  It  is  often  difl&cult  to  ascertain  whether  sums  paid  by  an  em- 
ployer in  addition  to  the  stated  compensation  are  donations,  or  gifts,  or 
whether  they  are  rewards  for  specially  productive  services,  or  whether 
they  are  merely  a  part  of  a  salary  which  is  contingent  in  amount.  If  the 
payment  is  given  in  return  for  services,  it  is  income  to  the  employe.  If 
it  is  a  gift,  it  is  not  taxable  income.  Circumstances  indicate  whether 
it  is  regarded  by  employer  and  employe  as  gift  or  compensation,  reason- 
ableness in  amount  being  ordinarily  the  controlling  circumstance.  (See 
par.  158.)  Christmas  gifts,  even  though  customarily  and  regularly  made, 
are  not  taxable  income. 

93.  Ostensible  Salaries.  If  an  amount  paid  ostensibly  as  a  salary 
is  in  fact  something  different,  such  as  payment  for  property  or  payment 
of  dividends,  such  amount  should  be  reported  as  the  kind  of  income 
which  it  in  fact  is,  rather  than  as  a  salary.  For  example,  the  owners  of 
all  the  slock  of  a  corporation  may  agree  to  divide  all  the  profits  under 
the  name  of  salaries.  In  this  case,  the  individuals  would  be  subject 
only  to  the  surtax  upon  the  amounts  paid,  because  they  are  in  fact 
dividends,  and  not  to  the  normal  tax  which  would  apply  if  they  were  in 
fact  salaries.  In  general,  the  income  should  not  be  reported  as  a  salary 
unless  it  is  an  allowable  deduction  under  that  description,  which  is 
described  more  fully  in  par.  157. 

2.    Trades,  Businesses,  Commerce. 

94.  Mercantile  or  Manufacturing  Business.  The  gross  income  of  the 
usual  business  will  consist  of  the  gross  profit  on  sales,  together  with  in- 
come received  from  other  sources.  Allowances,  discounts  and  similar 
credits  given  to  purchasers  should  not  be  reported  as  deductions  on  the 
Return,  but  should  be  excluded  in  computing  gross  income,  so  that  the 
Return  will  show  what  was  actually  received  in  the  business  during  the 
year.  To  determine  the  gross  profits,  the  Return  must  show  the  gross 
sales  and  the  purchases,  inventories,  and  other  items  representing  the 
cost  of  goods.  From  the  gross  profits  there  may  then  be  deducted  the 
expenses,  losses,  and  other  Deductions  allowed  by  the  statute.  Cost  of 
goods  is  later  discussed  in  this  Guide  in  connection  with  the  Deductions 
from  gross  income. 

95.  Installment  Sales.  Installment  sales  require  special  considera- 
tion and  are  governed  by  special  regulations  of  the  Treasury  Depart- 
ment. Installment  sales  of  real  estate  or  personal  property  include  those 
involving  a  relatively  small  initial  payment  (usually  less  than  one-fourth 
of  the  purchase  price)  and  deferred  payments  which  are  relatively  nu- 


70 


INCOME  AND  PROMTS  TAXES  47 

merous  and  of  relatively  small  amount,  as  distinguished  from  sales  with 
a  substantial  initial  payment  and  a  relatively  small  number  of  deferred 
payments.  Because  of  the  uncertainty  of  collections  ordinarily  involved 
in  installment  sales,  the  deferred  payments  are  not  required  to  be  treated 
as  the  equivalent  of  cash  and  included  in  the  income  at  the  time  the 
sale  is  made,  as  is  the  case  with  all  other  deferred  payment  sales.  But 
the  profit  upon  an  installment  sale  is  apportioned  to  each  of  the  install- 
ments and  is  only  reported  for  taxation  as  it  is  collected.  For  example, 
if  there  is  a  total  profit  of  $10  on  an  installment  sale  for  $100,  each  $1 
collected  will  represent  10  cents  of  taxable  profit  and  the  remaining  90 
cents  will  be  treated  as  a  return  of  cost.  The  seller  is  not  permitted 
to  collect  the  entire  cost  before  reporting  any  profit;  for  example,  upon 
the  collection  of  $30  in  one  year,  in  the  above  illustration,  the  taxable 
net  income  must  include  $3  of  profit,  and  the  profit  cannot  be  disre 
garded  until  after  $90  has  been  collected.  The  seller  may  at  liis  option 
treat  the  obligations  of  purchasers  upon  installment  sales  as  the  equiva- 
lent of  cash,  as  a  matter  of  consistent  practice.  Otherwise  the  pre- 
scribed method  must  be  followed  without  regard  to  the  method  of  ac- 
counting used  by  the  taxpayer.  Where  a  different  method  is  used  on 
the  books  or  has  been  used  in  the  Returns  for  former  years,  care  must 
be  taken  so  that  the  same  amount  will  not  be  taxed  twice  nor  twice 
deducted.  Under  this  plan  there  will  of  course  be  no  additional  deduc- 
tion for  purchases  or  inventories.  Salesmen's  commissions,  overhead, 
and  similar  expenses  should  be  included  in  the  Deductions  for  the  year 
in  which  they  are  incurred.  There  is  no  longer  any  distinction,  such  as 
was  made  in  prior  years,  between  sales  of  real  estate  and  personal  prop- 
erty or  between  sales  where  title  passes  and  where  title  is  retained. 

96.  Illustrative  Case.  The  Webster  Development  Co.  sells  two  tracts 
of  land  in  March,  1919.  Each  tract  was  purchased  in  1914  for  $30,000 
and  is  sold  for  $60,000.  The  company  does  not  give  a  deed  in  either  case 
but  agrees  to  convey  title  after  80%  of  the  price  has  been  paid.  Upon 
one  tract  $20,000  was  paid  in  cash  and  eight  notes  of  $5,000  each,  due 
in  September,  1919,  and  each  six  months  thereafter,  were  given  for  the 
balance.  Upon  this  sale  the  company  is  taxed  in  1919  on  the  entire 
profit  of  $30,000,  although  the  books  of  the  company  treat  the  first  pay- 
ments as  a  return  of  cost  and  do  not  show  any  profit  until  the  payment 
of  the  third  note.  Upon  the  second  tract,  $5,000  is  paid  in  cash  and 
for  the  balance  the  purchaser  gives  notes  of  $1,000  each,  payable  on  the 
first  of  every  mouth.  In  this  case  also  the  books  of  the  company  show 
no  profit  until  after  the  collection  of  $30,000.  Nevertheless,  one-half 
of  each  collection  must  be  reported  as  taxable  income.  Thus  the  taxable 
income  for  1919  will  include  $2,500  of  the  payment  made  in  March  and 
$500  of  each  of  the  remaining  $1,000  payments  made  in  1919,  or  $7,000 
of  the  to^al  $30,000  profit.  The  whole  profit  on  the  second  tract  need 
not  be  reported  when  the  sale  is  made  unless  the  company  chooses  to 
do  so. 

97.  Installment  Business  Treated  as  a  Whole.  Special  provision  is 
made  to  facilitate  the  computation  of  realized  profits  in  the  case  of  a 
business  making  numerous  installment  sales,  where  it  would  be  difficult 
to  keep  a  record  of  the  cost  and  rate  of  profit  upon  each  individual  sale. 
This  rule  applies  only  to  sales  of  personal  property  on  the  installment 
plan,  and  not  to  an  installment  real  estate  business.  The  regulations 
provide  that  the  amount  of  profit  represented   by   collections   made   in 
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any  year  may  be  ascertained  ou  the  basis  of  percentage  of  profit  made 
upon  all  of  the  installment  sales  of  the  business  made  during  the  same 
year.  For  example,  if  the  aggregate  of  all  installment  sales  made  during 
the  year  1919  exceeds  the  aggregate  cost  of  all  property  sold  on  install- 
ments by  20%  of  the  total  installment  sales,  then  the  business  of  1919 
shows  a  20%  gross  profit  and  the  realized  profit  of  1919  may  be  reported 
as  20%  of  all  collections  made  during  that  year  upon  installment  sales, 
including  not  only  collections  upon  sales  made  during  1919  but  also  upon 
sales  made  in  prior  years.  Where  a  change  is  made  to  this  method  of 
computing  net  income,  the  taxpayer's  balance  sheet  must  be  adjusted 
to  conform  therewith.  Where  the  sales  of  one  year  represent  a  different 
percentage  of  profit  than  those  of  a  prior  year,  or  where  the  volume 
of  business  substantially  changes,  any  adjustments  necessary  to  bring 
about  a  more  accurate  result  are  permitted. 

98.  Adjustment  for  Non-Payment.  Where  the  entire  contract  profit 
has  been  reported  as  taxable  income,  the  default  of  the  purchaser  will 
give  occasion  for  the  deduction  of  the  unpaid  amount  as  a  bad  debt,  if 
it  is  actually  uncollectible.  If  part  only  of  the  profit  has  been  reported, 
the  entire  loss  is  not  deductible,  but  only  so  much  as  represents  unre- 
turncd  cost.  Uncollected  profit,  having  never  been  treated  as  income,  can 
not  be  treated  as  loss. 

99.  Property  Repossessed.  Where  the  vendor  repossesses  real  or  per- 
sonal property  he  is  not  allowed  to  charge  any  uncollected  portion  of  cost 
as  a  loss  but  must  report,  as  a  profit  then  realized,  the  amount  previously 
received  and  treated  as  return  of  cost.  For  example,  in  the  second 
transaction  of  the  Webster  Development  Company,  if  there  was  a  can- 
cellation for  default  after  $40,000  had  been  paid  and  the  company  se- 
cured the  land  again,  $20,000  of  the  $40,000,  which  has  been  treated  as 
a  return  of  cost,  must  now  be  shown  as  income  and  there  is  no  loss. 
Allowance  must  be  made  for  the  loss  sustained  by  reason  of  the  deprecia- 
tion of  improvements  on  real  estate,  and  decline  in  the  value  of  personal 
j)roperty,  which  has  occurred  while  it  was  held  by  the  purchaser.  The 
property  repossessed  will  be  carried  by  the  vendor  at  its  original  cost 
less  the  amount  of  such  loss,  and  the  amount  of  this  loss  will  be  de- 
ducted from  the  amount  of  previous  collections  treated  as  return  of  cost 
and  not  as  income,  which  would  otherwise  be  reported  as  income  when 
tiie  property  is  repossessed.  In  other  words,  the  income  to  be  reported 
will  consist  of  so  much  of  the  cost  previously  collected  as  exceeds  the 
actual  decline  in  value  of  the  property. 

100.  Real  Estate  Subdivisions.  Where  a  tract  of  land  is  divided  into 
lots  or  parcels  for  resale,  the  entire  cost  should  be  divided  among  all 
the  parcels  and  each  sale  should  be  treated  as  a  separate  transaction, 
with  the  proper  gain  or  loss  on  each  sale  included  in  the  income  reported 
for  taxation.  Parts  retained  by  the  subdividers  or  conveyed  in  payment 
of  expenses  must  be  charged  with  the  proportionate  cost  and  the  outside 
sales  can  not  be  applied  against  the  entire  cost  before  computing  profit. 

101.  Contracting  Business.  The  income  of  a  contracting  business  can 
not  readily  be  ascertain  eel  at  the  time  the  profit  it  received,  where  the 
work  extends  over  a  period  of  years  during  which  payments  arc  received. 
The  taxpayer  is  therefore  allowed  to  compute  the  net  income  on  the 
basis  of  completed  contracts,  reporting  the  net  profit  upon  jobs  completed 
during  the  year.  The  gross  income  will  include  the  total  amount  payable 
for  each  of  such  jobs,  whether  paid  in  prior  years  or  not  collected  until 
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a  subsequent  year,  and  the  deductions  will  include  all  allowable  charges 
on  account  of  such  jobs  in  whatever  year  incurred,  but  none  of  the 
charges  incurred  during  the  j'^ear  for  uncompleted  contracts.  Another 
method  which  may  be  used,  at  the  option  of  the  taxpayer,  is  to  include 
in  the  gross  income  an  estimated  percentage  of  the  contract  price  and 
deduct  all  of  the  cost  and  expense  incurred  during  the  year.  Thus,  if 
the  expense  for  the  year  is  estimated  at  20%  of  the  total  expense  which 
will  probably  be  required,  20%  of  the  total  contract  price  should  be 
reported  as  gross  income  for  the  year  without  regard  to  the  amounts 
actually  received.  If  the  taxpayer  does  not  choose  one  of  these  special 
methods,  the  income  will  be  computed  in  the  ordinary  way  in  accordance 
with  the  regulations  and  the  books  of  account. 

102.  Farming.  When  farm  products  are  sold,  the  entire  receipts  are 
gross  income  and  the  Deductions  include  the  items  of  cost  and  expense. 
Where  the  crop  is  of  such  a  character  that  it  requires  more  than  a  year 
to  produce,  the  deductions  may  be  made  upon  the  crop  basis;  otherwise 
the  deductions  must  be  reported  for  the  year  in  which  they  are  paid  or 
accrued.  Farmers  are  allowed  to  compute  net  income  on  an  inventory 
basis.  Otherwise  the  return  must  be  made  on  the  basis  of  receipts  and 
disbursements,  notwithstanding  that  in  some  cases  the  cost  and  expense 
in  connection  with  a  crop  is  largely  or  entirely  incurred  in  the  year  prior 
to  that  in  which  the  crop  is  sold.  A  farmer  need  not  include  in  his  gross 
income  the  value  of  the  farmhouse  occupied  by  his  family  or  the  farm 
produce  consumed,  but  where  produce  is  exchanged  for  merchandise, 
groceries  or  mill  products  for  personal  consumption  or  of  permanent 
value,  the  fair  market  value  of  the  article  received  is  income  just  as 
if  the  produce  were  sold  for  that  amount.  A  person  operating  a  farm 
for  pleasure  or  recreation  and  not  on  a  commercial  basis  should  include 
in  his  gross  income  only  the  excess  of  receipts  over  expenses,  instead 
of  the  gross  receipts,  since  the  expenses  are  not  otherwise  deductible, 
not  having  been  incurred  in  his  business.  To  assist  farmers  in  comput- 
ing their  net  income,  the  Treasury  Department  has  issued  a  Form  1040-F 
upon  which  the  details  of  gross  income  and  deductions  may  be  reported. 
The  filing  of  this  form  is  not  required  but  is  optional  to  the  taxpayer. 

103.  Insurance  Companies.  The  gross  income  of  a  life  insurance 
company  does  not  include  the  total  receipts  from  premiums,  but  there 
is  excluded  the  amount  of  any  premium  received  from  any  individual 
polic}'  holder  which  is  paid  back  or  credited  as  an  abatement  of  premium 
within  the  taxable  year.  Insurance  companies  are  allowed  as  deductions 
the  amount  required  by  law  to  be  added  to  reserve  and  the  amounts 
paid  upon  policies. 

104.  Income  from  Government  Contracts.  Many  of  the  relief  pro- 
visions of  the  Profits  Tax  Law  are  not  extended  to  corporations  receiving 
more  than  a  specified  proportion  of  their  income  from  Government  con- 
tracts made  during  the  war.  The  law  defines  a  Government  contract  to 
be  a  contract  made  for  the  benefit  of  the  United  States  with  any  depart- 
ment, bureau,  officer,  commission,  board,  agency,  or  contractor  of  or  for 
the  United  States.  The  following  rules  apply  only  to  such  contracts 
made  between  April  6,  1917,  and  November  11,  1918,  both  dates  inclusive, 
and  including  all  contracts  entered  into  during  that  period  which,  al- 
though originally  not  enforceable,  have  been  subsequently  validated  or 
made  enforceable.  Any  corporation  which  receives,  in  any  year  after  the 
taxable  year  1918,  a  net  income  of  more  than  $10,000  from  such  Govern- 
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ment  contracts,  is  subject  to  the  Profits  Tax  at  the  1918  rates,  including 
the  War  Profits  Tax,  upon  such  income.  The  comparative  rate  of  Profits 
Tax  (par.  26)  shall  in  no  case  apply  to  a  corporation  50%  or  more  of 
whose  gross  income  for  the  taxable  year  consists  of  income  derived  on 
a  cost  plus  basis  from  such  Government  contracts.  This  is  the  only 
case  where  it  is  material  whether  or  not  the  Government  contracts  were 
on  a  cost  plus  basis.  A  consolidated  Return  may  not  include  any  afiili- 
ated  corporation  50%  or  more  of  whose  gross  income  consists  of  income 
derived  from  such  Government  contracts,  if  organized  after  August  1, 
1914,  and  not  the  successor  to  a  then  existing  business.  No  corporation 
50%  or  more  of  whose  gross  income  consists  of  income  derived  from  such 
Government  contracts  may  be  classified  as  a  personal  service  corporation. 

3.    Sale  of  Property. 

106.  Profit  Is  Income.  Where  there  is  a  sale  or  other  disposition  of 
property  which  has  been  held  as  capital  or  principal,  the  entire  price  is 
not  income  but  only  the  profit,  which  is  the  difference  between  cost  and 
selling  price.  If  any  part  of  the  profit  accrued  before  March  1,  1913, 
when  the  first  income  tax  law  went  into  effect,  it  is  not  taxable.  Tax- 
able profit  is  income  of  the  year  in  which  it  is  realized,  notwithstanding 
that  it  may  have  actually  accrued  in  other  years.  There  are,  however, 
indications  in  the  language  used  by  the  United  States  Supreme  Court, 
in  cases  dealing  with  the  laws  of  1909  and  1913,  that  an  income  tax 
law  can  not  lawfully  apply  to  increases  in  value  which  occur  prior  to 
the  effective  date  of  the  law,  even  though  realized  after  that  date.  On 
this  theory,  the  profit  realized  in  1919  would  be  taxed  at  the  rates  in 
effect  when  it  accrued,  but  the  present  law  expressly  requires  the  other 
practice  and  may  not  be  governed  by  the  cases  mentioned. 

106.  Bealized  Profit.  A  paper  profit  or  merely  a  bookkeeping  gain, 
not  actually  realized  in  money  or  otherwise  "cashed  in,"  is  not  income. 
Suppose  stocks,  selling  on  the  exchange,  are  bought  at  56  and  at  the  end 
of  the  year  are  selling  at  90;  in  business  talk,  the  fortunate  purchaser 
has  made  a  profit  of  40  points,  but  as  he  has  not  yet  sold  the  stock  this 
profit  may  be  increased  or  decreased  before  it  is  finally  realized,  and  the 
result  may  ultimately  be  such  a  decline  that  the  profit  is  entirely  lost- 
Therefore,  until  there  has  actually  been  a  conclusion  of  the  transaction, 
there  has  been  no  realized  profit  and  no  income  tax  is  imposed.  On  the 
same  principle,  the  Return  should  not  include  as  gain  or  profit  any 
increase  in  value  or  any  other  book  gain  based  upon  appraisal  or  market 
value,  but  not  actually  realized. 

107.  Profit  Accrued  Before  March  1,  1913.  A  profit  accrued  before 
March  1,  1913,  that  is,  before  income  was  taxable,  is  not  taxable  even 
though  it  was  realized  after  that  date.  The  fair  market  value  as  of 
March  1,  1913,  is  deducted  from  the  selling  price  of  property  purchased 
before  that  date  to  determine  the  profit.  Suppose  that,  in  1909,  subur- 
ban real  estate  was  bought  for  $8,500.  During  the  next  two  or  three 
years  the  neighborhood  develops  very  rapidlj',  so  that  in  1913  the  prop- 
erty is  worth  $12,500  and  similar  pieces  are  sold  for  that  price.  In  1919 
the  land  in  question  is  sold  for  $15,000.  Tliero  is  a  profit  of  $6,500, 
which  is  all  realized  in  1919;  but  it  is  expressly  provided  in  the  law  that 
in  the  case  of  property  acquired  before  March  1,  1913,  the  amount  of 
gain  shall   be  determined   upon   the  basis  of   the   fair  market  price   or 


74 


INCOME  AND  PROFITS  TAXES  SI 

value  as  of  March  1,  1913.  In  the  transaction  described,  therefore,  the 
taxable  profit  is  only  $2,500,  which  is  income  for  the  year  1919.  In  the 
same  way,  if  there  is  a  dissolution  of  a  corporation,  and  the  stockholders 
receive  more  in  return  than  they  originally  invested,  their  taxable 
incomes  should  include  only  that  part  of  their  gain  which  remains  after 
deducting  from  the  amount  received,  the  fair  value  of  their  stock  on 
March  1,  1913. 

108.  Determination  of  Value  on  March  1,  1913.  The  Return  must 
state  how  the  fair  value  as  of  March  1,  1913,  is  determined.  Where  there 
is  an  established  market  value,  as  for  stocks  traded  in  upon  an  exchange, 
the  quoted  prices  would  ordinarily  represent  the  fair  value.  In  the 
case  of  real  estate,  machinery,  merchandise,  or  other  property  which 
does  not  have  a  public  market  price,  any  relevant  evidence  may  be  con- 
sidered, such  as  the  opinions  of  experts,  prices  asked  or  offered  for  simi- 
lar property  at  that  time,  or  other  facts.  In  every  case,  this  is  a  ques- 
tion of  fact  to  be  reasonably  and  adequately  established  by  the  taxpayer. 
The  estimated  value  should  not  include  any  prospective  or  speculative 
profits  but  should  represent  the  price  at  which  the  property  could  have 
been  sold  under  all  conditions  then  existing. 

109.  Cost  of  Property.  The  cost  of  property,  as  used  to  determine 
profit,  may  be  the  inventory  value,  where  inventories  are  made  in  accord- 
ance with  the  Regulations.  Cost  will  include,  in  addition  to  the  original 
purchase  price,  expense  incident  to  the  procurement,  holding,  and  dis- 
position (provided  that  such  expense  has  not  been  charged  as  a  deduc- 
tion from  income),  and  must  be  reduced  by  amounts  chargeable  against 
income  of  any  year  for  depreciation  or  depletion,  whether  or  not  such 
charge  has  actually  been  made.  Where  depreciation  has  been  sustained 
in  prior  years  a  proper  allowance  therefor  must  be  deducted  from  the 
original  cost,  because  it  represents  a  loss  of  prior  years  which  must  not 
be  deducted  in  ascertaining  the  profits  realized  in  the  taxable  year  nor 
added  to  the  loss  reported  for  the  taxable  year.  Where  depreciation 
Las  been  charged  off,  the  amount  charged  represents  actual  receipts 
wjiich  were  treated  as  a  return  of  cost,  rather  than  as  income.  In  buy- 
ing real  estate  it  is  necessary  to  pay  brokers '  commissions,  lawyers '  fees, 
stamp  taxes,  recording  fees,  etc.,  which  are  properly  considered  part  of 
the  cost  and  should  be  deducted  from  the  selling  price  in  ascertaining 
profit.  Like  expenditures  in  connection  with  the  sale  may  also  be  de- 
ducted. The  rule  is  the  same  where  personal  property  is  bought  and 
sold  at  a  profit.  Carrying  charges,  such  as  storage  for  grain,  taxes  for 
unoccupied  real  estate,  interest  on  stock  bought  on  margin,  and  insur- 
ance, if  incident  to  a  buying  and  selling  transaction  rather  than  a  gen- 
eral expense,  may  also  be  applied  against  the  profit.  In  the  same  man- 
ner, if  the  property  has  been  bettered  or  improved,  as  when  a  house  is 
repainted,  grain  is  cleaned,  animals  are  fattened,  or  an  automobile  is 
overhauled  (in  order  to  sell  for  a  higher  price),  the  expense  of  such 
improvement  may  be  added  to  the  cost.  If  the  expenditure  is  for  the 
temporary  benefit  of  the  owner,  who  expects  to  use  and  enjoy  the  im- 
provement rather  than  to  pass  it  on  with  the  property,  it  is  a  personal 
or  business  expense  and  not  a  part  of  cost.  Of  course,  if  any  of  these 
items  are  deducted  from  gross  income  when  the  expenditure  is  made, 
they  can  can  not  later  be  considered  in  arriving  at  profit,  even  though 
the  deduction  may  have  been  improperly  made.  (See  par.  145.)  They 
can  not  be  included  as  a  part  of  the  general  expense,  and  also  as  part 
of  the  cost  of  property. 
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110.  Selling  Price.  The  selling  price  includes  promissory  notes, 
securities,  or  anything  accepted  as  cash.  Except  where  the  special  regu- 
lations for  installment  sales  apply  (see  pars.  95-97),  notes,  mortgages, 
and  other  deferred  payments  must  be  treated  as  if  the  entire  price  was 
paid  in  cash,  for  the  purpose  of  ascertaining  profit,  and  must  be  included 
as  income.  In  case  any  installments  should  be  unpaid  or  any  notes  should 
prove  worthless,  that  amount  may  be  deducted  from  income  in  a  subse- 
quent year,  when  such  losses  occur  and  are  charged  off  as  bad  debts.  The 
sale  of  the  property  is  regarded  as  a  closed  transaction  and  the  collection 
of  the  notes  as  a  new  item. 

111.  Property  Exchanged.  When  property  is  exchanged  for  other 
property  with  a  definite  or  ascertainable  fair  market  value,  such  value 
must  be  treated  as  the  price  received  for  the  property  originally  held  to 
determine  profit  or  loss  upon  the  exchange,  and  the  same  amount  is  the 
cost  of  the  new  property  in  connection  with  a  later  sale.  If  there  is  no 
market  value,  there  is  no  closed  transaction  and  the  cost  of  the  original 
property  must  be  treated  as  the  cost  of  the  property  acquired;  but  the 
absence  of  an  actual  market  does  not  mean  that  the  property  has  no 
fair  market  value.  Market  value  means  the  price  which  might  reason- 
ably be  presumed  would  be  agreed  upon  between  a  willing  buyer  and 
a  willing  seller  and  except  where  it  is  impossible  to  presume  such  a 
price,  the  profit  or  loss  iipon  the  exchange  must  be  ascertained.  If  there 
is  merely  a  change  in  the  form  of  property,  and  not  a  change  in  sub- 
stance, no  gain  or  loss  arises.  For  example,  the  exchange  of  stock  certifi- 
cates for  voting  trust  certificates  covering  the  same  stock  is  a  change 
in  form  only,  but  the  exchange  of  property  for  the  stock  of  a  corpora- 
tion receiving  the  property  and  the  distribution  of  the  property  of  a 
corporation  among  its  shareholders  upon  its  dissolution  are  apparently 
changes  in  substance,  even  though  the  difference  is  only  that  between 
a  direct  and  an  indirect  ownership  of  the  same  property.  Where  prop- 
erty of  two  different  kinds  is  received  upon  the  exchange,  one  kind 
having  a  market  value  and  the  other  none,  the  known  market  value  is 
applied  against  the  cost  of  the  prior  property.  Any  excess  is  a  taxable 
gain,  and  any  deficiency  represents  the  cost  of  the  property  without 
market  value.  If  the  known  market  value  equals  or  exceeds  the  cost 
of  the  original  property,  the  property  with  no  market  value  which  is 
received  is  considered  as  having  cost  nothing  and  when  it  is  sold  the 
entire  proceeds  will  constitute  income.  These  provisions  apply  to  all 
cases  of  the  exchange  of  property  for  stock  in  a  newly  organized  cor- 
poration or  in  a  going  concern,  except  where  special  provision  is  made 
by  the  statute  for  the  exchange  of  stock  or  securities  in  connection  with 
the  reorganization,  merger,  or  consolidation  of  a  corporation. 

112.  Stock  Received  Upon  Reorganization  or  Consolidation.  Where 
stock  or  other  securities  in  a  reorganized  or  consolidated  company  is 
received  in  exchange  for  stock  or  securities  of  the  old  company,  this 
is  regarded  as  a  closed  transaction  analogous  to  a  sale.  If  the  aggregate 
par  or  face  value  of  the  securities  received  does  not  exceed  the  par  or 
face  value  of  the  securities  given  in  exchange,  no  profit  or  loss  to  the 
owner  occurs.  If  the  aggregate  par  value  of  the  new  securities  is  less 
than  that  of  the  old,  there  may  be  a  deductible  loss  equal  to  the  differ- 
ence between  the  actual  value  of  the  new  securities  and  the  cost  (or  value 
on  March  1,  1913)  of  the  old  securities.  When  the  aggregate  par  or  face 
value  of  the  new  securities  received  in  any  such  reorganization  exceeds 


76 


INCOME  AND  PROFITS  TAXES  53 

the  aggregate  par  or  face  value  of  the  securities  exchanged,  the  excess 
of  par  value  shall  be  taxed  as  a  profit,  to  the  extent  of  the  difference 
between  the  fair  market  value  of  the  new  securities  and  the  value  on 
March  1,  1913,  of  the  original  securities,  or  their  cost  if  they  were  sub- 
sequently acquired.  An  equal  amount  in  par  or  face  value  of  the  new 
securities  shall  be  treated  as  taking  the  place  of  the  securities  given  up, 
and  the  entire  taxable  gain  will  be  regarded  as  the  cost  of  the  remain- 
ing securities  received.  In  the  absence  of  a  showing  to  the  contrary, 
the  par  value  or  book  value  of  the  new  stock  will  be  taken  as  the  actual 
value.  Thus  a  stockholder  turning  in  one  share  of  $100  stock,  for  which 
he  paid  $250  in  1914,  in  exchange  for  one  share  of  preferred  and  two 
shares  of  common  stock,  par  value  $100  each  and  total  fair  market  value 
$320,  in  a  new  company  organized  to  take  over  the  business  and  property 
of  the  old  company,  will  be  assessed  upon  a  profit  of  $70.  One  share 
of  the  new  stock  will  be  held  as  at  a  feost  of  $250,  and  the  other  two  wiU 
be  considered  as  having  cost  $35  each. 

113.  Property   Transferred   to   a   Corporation   as   Capital.     In    the 

ordinary  ease  the  par  value  of  stock  issued  for  property  is  presumed 
to  be  its  actual  market  value,  and  will  be  treated  as  the  price  of  the 
property.  Thus  where  stock  of  a  corporation  is  issued  to  the  incorpo- 
rators for  the  good  will  of  a  business  being  transferred  by  them  to  the 
new  company,  the  individuals  will  be  subject  to  income  tax  upon  the 
amount  by  which  the  market  value  of  the  stock  received  exceeds  the 
value  of  the  good  will  on  March  1,  1913,  if  it  was  then  in  existence  as  an 
asset  of  the  business,  or  its  actual  cost  if  subsequently  acquired.  Any 
certificates  or  affidavits  filed  to  show  that  the  stock  was  fully  paid  up 
would,  of  course,  constitute  evidence  against  any  claim  that  the  stock 
was  worth  less  than  par.  Any  actual  representative  sale  of  the  stock, 
made  at  or  about  the  time  in  question,  will  also  constitute  evidence  as 
to  the  fair  market  value  of  the  stock.  Frequently,  when  property  is 
taken  over  by  a  corporation  in  exchange  for  its  stock,  the  par  value  of 
the  stock  is  very  much  more  and  in  other  cases  very  much  less  than  the 
actual  value  of  the  property.  Property  is  also  conveyed  without  con- 
sideration or  for  a  nominal  consideration.  As  this  is  done  to  provide 
the  capital  of  the  corporation,  the  valuations  used  aue  not  the  true  cost 
and  are  not  binding  in  case  the  property  is  later  sold  by  the  corporation. 
In  that  event,  the  taxable  profit  is  determined  upon  the  basis  of  the 
true  value  of  the  property  when  acquired.  If  this  value  exceeds  the 
book  cost,  the  excess  should  be  entered  on  the  books  as  a  paid-in  surplus. 
The  value  for  this  purpose  will  ordinarily  represent  also  the  fair  market 
value  of  the  stock  received  which  will  be  considered  as  the  price  received 
for  the  property,  upon  which  the  gain  or  loss  of  tlie  seller  should  be 
computed,  and  also  the  cost  of  the  stock  to  be  used  in  determining  the 
gain  or  loss  of  the  stockholder  upon  the  sale  of  the  stock. 

114.  Sales  of  Stocks  and  Securities.  Profit  from  sales  of  stocks  and 
securities  is  income.  Where  stocks  or  other  securities  are  sold  for  more 
than  their  cost,  including  the  expenses  of  purchase  and  sale,  the  differ- 
ence is  profit  and  is  taxable  as  income.  Regardless  of  how  long  the 
stock  has  been  held,  the  entire  profit  is  income  in  the  year  in  which  it 
was  received,  except  to  the  extent  that  the  profit  was  earned  prior  to 
March  1,  1913. 

115.  In  and  Out  of  the  Market.  It  is  difficult  to  ascertain  the  amount 
of  profit,  not  only  with  reference  to  the  income  tax  law,  but  even  as  a 
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practical  matter,  in  the  case  of  the  person  who  is  "in  and  out"  of  the 
stock  market  on  a  single  stock  or  on  a  number  of  stocks.  For  example, 
Walter  Hinman  buys  500  shares  of  Airplane  preferred  at  60  in  January, 
1,000  in  February  at  65,  sells  750  in  March  at  70,  buys  1,000  more  in  May 
at  66,  sells  again  in  June  750  at  69,  and  again  in  July  sells  50  at  71.  He 
still  has  500  shares.  The  Treasury  Department  requires  that  wherever 
possible  the  shares  be  identified  by  certificate  number,  and  the  exact 
profit  for  the  particular  certificate  accounted  for.  Frequently,  this  is 
not  possible;  for  instance,  Hinman  may  have  had  a  single  certificate 
issued  in  February  for  his  1,500  shares,  or  again  in  May  for  his  1,750 
shares.  We  do  know  that  he  bought,  altogether,  2,500  shares  and  that 
he  sold  2,000.  The  rule  is  that  the  sales  must  be  charged  against  the 
stock  first  purchased  in  successive  order;  that  is,  the  cost  of  the  2,000 
shares  sold  shall  be  figured  at  the  cost  of  the  first  2,000  bought.  The 
rule  assumes  that  the  first  stock  purchased  is  the  first  stock  sold.  The 
500  shares  which  he  has  retained  are  considered  as  costing  the  price  last 
paid,  this  in  our  illustration  being  66.  Hinman 's  profits  are  therefore 
$6,250  on  the  first  sale,  $3,000  on  the  second  sale,  and  $2,500  on  the 
last  sale. 

116.  Profits  Upon  Different  Issues  of  Stock.  Many  people  who  trade 
in  stocks  accept  their  broker's  account  of  their  balance  without  know- 
ing, after  the  lapse  of  time,  just  which  stock  made  their  profit.  This 
does  not  give  sufficient  data  to  make  a  complete  Eeturn.  If  there  is  a 
profit  on  some  stocks  and  a  loss  on  several  others,  and  the  year  is  closed 
with  a  credit  balance  and  also  large  holdings,  which  have  been  in  part 
purchased  with  profits  made  in  the  market,  it  is  obvious  that  the  cash 
balance  alone  does  not  represent  the  income.  The  actual  gains  must  be 
shown,  and  the  prices  actually  paid  for  the  stock  held  at  the  end  of 
the  year  must  be  known,  so  that  income  for  the  next  year  may  be  com- 
puted. All  the  profits  made  and  all  of  the  losses  sustained  in  trading 
in  stock  should  be  properly  exi^dained  on  the  Eeturn.  Suppose  Hinman 
buys  2,000  shares  of  Metal  Boat  Company  stock  at  $35  a  share  and  at 
various  times  during  the  year  sells  as  follows:  500  shares  at  $40,  500 
at  $33,  500  at  $30  and  500  at  $36.  He  has  lost  money,  but  his  Eeturn 
should  account  for  the  $3,000  profit  made  on  the  two  sales,  and  also 
for  the  $3,500  losses  sustained  on  the  other  two  sales.  As  with  stock, 
so  in  the  case  of  any  other  property,  if  there  is  a  sale  at  a  profit,  income 
has  actually  been  received  and  must  be  accounted  for,  even  though  losses 
may  have  been  suffered  upon  other  sales.  Such  losses,  if  allowable,  can 
be  deducted  only  by  including  them  in  the  Deductions. 

117.  Effect  of  Stock  Dividend  on  Cost.  After  payment  of  a  stock 
dividend,  the  following  method  of  determining  cost  of  the  new  and  the 
old  stock  must  be  used  to  ascertain  profit  or  loss  in  case  of  sale.  The 
cost  of  the  old  stock  (or  its  value  on  March  1,  1913,  if  previously 
acquired)  is  divided  by  the  total  number  of  shares  of  old  and  new  stock 
and  the  result  is  the  cost  per  share  of  both  the  old  and  the  new  stock. 
To  illustrate:  If  ten  shares  were  purchased  in  1918  at  a  cost  of  $200 
per  share  and  a  stock  dividend  of  ten  shares  was  received  in  that  year, 
the  twenty  shares  of  old  stock  and  new  will  be  regarded  as  costing  $100 
per  share. 

118.  Corporation's  Treasury  Stock.  The  original  sale  of  unissued 
stock  of  a  corporation  is  a  contribution  of  capital  and  does  not  involve 
profit  or  loss  to  the  corporation  whether  the^stock  is  issued  at  par,  at  a 
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premium,  or  at  a  discount.  Where  stock  ©nee  issued  is  returned  to  the 
corporation  as  a  gift  or  otherwise,  to  be  resold  to  provide  capital,  the 
proceeds  are  regarded  as  additional  capital  and  not  income.  Where  a 
corporation  with  power  to  buy  and  hold  its  own  stock  sells  such  stock 
at  more  than  its  cost,  having  carried  the  stock  as  its  property  without 
retiring  it,  there  is  no  taxable  income  since  this  is  regarded  as  a  trans- 
action in  capital  only  and  the  gain  is  regarded  as  an  increase  of  capital. 
Likewise,  if  stock  is  purchased  by  a  corporation  and  retired,  later  issufe 
of  stock  in  place  of  the  cancelled  stock  is  a  capital  transaction  and  not 
a  sale. 

119.  Sale  of  a  Gift.  A  man  inherits  real  estate  in  1914  which  is 
fairly  worth  $60,000  and  is  valued  at  that  amount  in  the  accounts  of  the 
probate  court.  In  1917  the  property  is  sold  at  a  clear  gain  of  $10,000 
overxall  expenses.  This  gain  is  taxable,  as  it  represents  the  income  from 
property  received  as  a  gift  and  not  a  gift  itself.  The  taxable  gain  is  the 
excess  of  the  selling  price  over  the  fair  value  when  acquired,  or  fair 
value  as  of  March  1,  1913,  if  previously  acquired. 

^  4.    Interest  Received. 

120.  Received  and  Accrued.  Unless  books  are  kept  on  the  Accrual 
Basis,  interest  is  returnable  when  received,  no  matter  when  earned. 
But  interest  credited  or  held  subject  to  call,  as  savings  bank  interest 
and  bond  coupons,  is  constructively  received,  that  is,  it  must  be  returned 
as  from  due  date.  Exempt  interest  has  already  been  discussed  (pars. 
82-85). 

121.  Interest  on  Bonds  of  Exempt  Corporations.  The  fact  that  a 
certain  corporation  is  itself  exempt  from  tax  upon  its  income  does  not 
exempt  the  interest  received  by  taxable  persons  from  it.  For  example, 
if  a  mutual  benefit  cemetery  company  or  an  incorporated  social  club 
issues  interest-bearing  bonds  to  raise  funds,  individual  owners  of  such 
bonds  must  account  for  the  interest. 

122.  Interest  on  "Tax  Free"  Bonds.  Exempt  securities,  such  as 
municipal  bonds,  should  be  clearly  distinguished  from  tax  free  bonds, 
which  are  so  called  because  they  provide  that  the  interest  will  be  paid 
"free  of  all  taxes"  which  the  debtor  is  required  to  pay  upon  or  with- 
hold from  such  interest.  The  interest  upon  such  bonds  is  fully  taxed 
and  an  individual  owner  will  include  in  his  income  the  entire  amount 
of  the  interest.  But  the  debtor  corporation  or  "source"  is  required  to 
pay  on  his  behalf  a  tax  of  2%  of  the  interest,  and  the  amount  so  paid 
is  shown  as  a  credit  on  the  Return  of  the  individual  and  applied  toward 
the  total  tax  which  would  otherwise  be  due.  Any  tax  so  paid  at  the 
source  must  be  reported  as  additional  interest  by  the  holder.  This  pay- 
ment at  the  source  is  required  only  where  a  corporation  agrees  to  pay 
the  interest  on  its  bonds  or  other  obligations  without  deduction  for  any 
tax  which  it  may  be  required  or  permitted  to  pay  thereon  or  retain 
therefrom  under  any  law  of  the  United  States,  or  agrees  to  pay  any 
portion  of  the  federal  income  tax  of  the  owner  of  its  bonds  or  other 
obligations,  or  reimburse  the  owner  for  any  portion  of  such  tax.  It  is 
not  required  where  a  claim  for  exemption  is  filed  nor  where  the  bonds 
are  owned  by  a  domestic  corporation,  but  such  a  corporation  may  have 
the  benefit  of  the  payment  where  it  can  show  that  it  was  actually  made. 


79 


56  INCOME  AND  PROFITS  TAXES 

123.  Accrued  Interest  on  Bonds  at  Time  of  Sale.  When  m  boud  is 
sold  between  interest  dates,  the  seller  and  the  purchaser  apportion  the 
interest  becoming  payable,  and  the  amount  earned  up  to  the  date  of  the 
Bale  is  paid  by  the  buyer  of  the  bond  to  the  seller.  If  interest  is  pay- 
able every  six  months,  January  1  and  July  1,  and  the  bond  is  sold  on 
April  1,  the  buyer  will  pay  the  seller  one-half  of  the  interest.  That 
amount  shall  be  included  in  the  seller's  Return  as  interest  received  and 
not  as  part  of  the  profit  on  the  bonds.  The  buyer  should  not  include  the 
amount  so  paid  in  his  computation  of  the  cost  of  the  bond,  but  when  he 
receives  the  interest  payment  in  July,  the  entire  amount  is  not  income  to 
liim,  but  only  that  part  in  excess  of  what  he  has  paid  to  the  seller,  and  he 
will  therefore  include  in  his  Return  only  one-half  of  the  interest  received 
by  him. 

5.    Dividends. 

124.  Subject  Only  te  Surtax.  The  amounts  received  by  an  individual 
as  dividends  upon  the  stock  of  domestic  corporations  are  included  in  the 
gross  income  only  for  computing  the  surtax  and  are  not  subject  to  the 
normal  tax.  Dividends  received  by  a  corporation  are  not  subject  to  any 
Income  or  Profits  Tax.  This  is  on  the  theory  that  the  dividend  is  a  dis- 
tribution of  income  which  has  been  already  taxed  when  earned  by  the 
paying-  corporation.  Dividends  paid  by  foreign  corporations  not  paying 
an  income  tax  to  the  United  States  are  subject  to  all  taxes. 

125.  Defi.ned.  The  law  defines  "dividend"  to  mean  any  distribution 
made  by  a  corporation  out  of  its  earnings  or  profits  and  payable  to  its 
shareholders  or  members  in  cash  or  property  or  stock.  The  ordinary 
form  of  dividend  is  the  periodical  cash  distribution  of  the  current  profits. 
A  dividend  may  be  paid  in  property,  as  when  Liberty  Bonds  are  so  dis- 
tributed, and  it  may  distribute  profits  accumulated  over  a  long  period. 
When  paid  in  new  stock  issued  by  the  paying  corporation  it  is  called  a 
stock  dividend.  When  paid  in  property,  dividends  should  be  reported 
as  the  actual  value  or  fair  market  value  of  the  property  at  the  time  of 
the  distribution.  Dividends  must  be  distinguished  from  bond  interest, 
which  is  an  expense  of  the  corporation  and  not  a  share  in  its  profits.. 
If  preferred  stock  is  actually  stock  and  not  a  certificate  of  indebtedness 
under  a  false  name,  it  can  not  bear  interest  but  the  return  is  a  dividend. 
The  gain  realized  by  a  sale  of  stock  or  by  surrendering  it  upon  the 
liquidation  of  the  company  for  more  than  it  cost  is  not  a  dividend  but 
a  profit  which  is  subject  to  all  taxes. 

126.  Taxable  as  Received.  Taxable  dividends,  other  than  stock  divi- 
dends, are  subject  to  the  general  rule  that  income  not  previously  ac- 
counted for  on  the  Accrual  Basis  is  taxed  as  income  of  the  year  in  which 
received,  and  it  is  not  material  when  the  dividend  was  declared  nor 
when  the  corporation  earned  the  profits  being  distributed  (provided  they 
were  not  earned  prior  to  March  1,  1913). 

127.  Profits  Earned  Prior  to  March  1,  1913.  If  a  dividend  repre- 
sents profits  earned  by  the  corporation  prior  to  March  1,  1913,  there  is  no 
tax,  since  profits  then  on  hand  belonged  in  substance  to  the  shareholders 
and  might  have  been  withdrawn  by  them  without  tax.  But  a  dividend 
can  be  paid  from  a  surplus  then  accumulated  only  after  all  subsequent 
profits  have  been  distributed,  as  the  law  expressly  provides  that  a  divi- 
dend paid  in  1918  or  subsequent  years  is  deemed  to  have  been  paid  from 
earnings  or  profits  accrued  since  February  28,  1913,  if  any  remain  un- 
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distributed,  and  such  a  dividend  can  not  be  made  non-taxable  oy  declar- 
ing that  it  is  paid  from  the  prior  surplus  or  by  charging  it  on  the  books 
against  such  surplus.     (See  Illustrative  Case  following.) 

128.  Distribution  Not  from  Profits.  A  distribution  is  not  a  taxable 
dividend  when  it  does  not  constitute  a  distribution  of  income  of  the  cor- 
poration, as  where  a  corporation  reduces  the  par  value  of  its  stock,  re- 
turning to  every  shareholder  $50  for  each  $100  paid  in,  or  distributes  a 
paid-in  surplus,  received  originally  from  the  stockholders,  or  a  mere  book 
surplus,  created  by  carrying  an  asset,  such  as  good  will,  at  more  than 
cost.  A  dividend  from  depreciation  or  depletion  reserve  is  in  fact  a  re- 
duction and  impairment  of  capital  and  should  be  so  shown  on  the  books. 
The  law,  however,  makes  any  such  non-taxable  distribution  impossible 
in  any  case  where  the  corporation  has  an  earned  surplus,  no  matter  how 
the  distribution  is  described  by  the  directors  or  shown  on  the  books,  by 
providing  that  "any  distribution  shall  be  deemed  to  have  been  made 
from  earnings  or  profits  unless  all  earnings  and  profits  have  first  been 
distributed."  (See  Illustration  following.)  In  all  cases  of  distribu- 
tions not  from  profits,  the  amount  received  should  be  treated  as  a  return 
of  cost,  or  value  on  March  1,  1913,  if  previously  acquired,  and  as  taxable 
profit  when  in  excess  of  such  cost  or  value. 

129.  Illustrative  Case:  Taxation  of  Dividends.  The  Essex  Investment 
Company  had  an  earned  surplus  of  $1,000,000  on  March  1,  1913.  It  added 
$500,000  to  the  surplus  between  that  date  and  December  31,  1917,  and 
$300,000  from  the  operations  of  1918.  In  1918  the  properties  of  the  com- 
pany were  appraised  at  $1,000,000  more  than  their  book  value  and  were 
entered  on  the  books  at  the  appraised  value  as  of  December  31,  1918, 
thereby  increasing  the  surplus.  At  the  same  time,  the  good  will  of  the 
company  was  entered  on  the  books  as  an  asset  at  $1,000,000.  On  January 
3,  1919,  the  directors  declared  a  dividend  of  $2,000,000  as  a  distribution 
of  the  surplus  created  by  the  appraisal  and  good  will  entries,  and  a 
$200,000  dividend  from  the  1918  profits.  The  dividends  were  payable  in 
cash  on  January  5,  1919.  These  dividends  will  be  together  considered 
a  distribution  of  the  entire  surplus  of  $800,000  earned  since  March  1, 
1913,  and  on  this  amount  the  shareholders  will  be  taxed  at  the  1919 
rates.  The  untaxed  remainder  of  the  dividend  will  be  first  applied 
against  the  $1,000,000  surplus  earned  prior  to  March  1,  1913,  and  then 
against  the  created  surplus,  of  which  $400,000  is  distributed.  Subse- 
quent dividends  paid  in  1919  will  represent  first  1919  profits  and  any 
excess  over  1919  profits  earned  at  the  time  of  payment  will  be  a  further 
tax-free  distribution  of  the  created  surplus.  Harley  Davis  owns  100 
shares  of  the  stock  of  the  Essex  Investment  Company  and  receives  $110 
per  share,  or  $11,000  upon  the  dividend  described.  Only  8/22  of  this 
amount,  or  $4,000,  will  be  included  in  his  reported  income  for  1919,  and 
on  this  amount  he  will  pay  the  1919  Surtax.  There  is  no  tax  upon  $5,000, 
or  $50  per  share,  because  it  is  paid  from  the  profits  accumulated  prior  to 
March  1,  1913.  The  remaining  $2,000  is  not  taxed  because  it  is  not  a 
distribution  of  profits,  but  is  a  return  of  cost.  Now,  suppose  he  later  sells 
50  shares  of  his  stock  for  $10  a  share  more  than  the  $100  which  he 
originally  paid.^  Since  he  received  $20  a  share  from  the  corporation  on 
account  of  the  increase  in  the  value  of  its  good  will  and  other  property, 
he  must  report  a  profit  of  $1,500  or  $30  per  share  on  the  stock  sold.  On 
July  10  he  receives  a  further  dividend  of  $10  a  share  upon  the  remaining 
50  shares,  and  is  advised  by  the  corporation  that  the  available  earninge 
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of  the  company  for  the  six  months  and  ten  days  of  1919  are  estimated 
at  $5  per  share.  Harley  Davis  will,  therefore,  report  an  additional  $250 
as  dividends  and  the  cost  of  his  50  shares  will  be  reduced  to  $75  per 
share  because  of  the  further  distribution  of  the  created  surplus.  As 
they  may  ultimately  be  sold  for  even  less  than  that,  he  is  not  required 
to  report  any  profit  until  the  shares  are  disposed  of,  or  until  the  amount 
received  by  him  from  distributions  in  excess  of  the  earnings  of  the 
corporation  amount  in  the  aggregate  to  more  than  the  cost  of  his  stock. 

130.  Stock  Dividends.  A  stock  dividend  is  a  distribution  of  shares 
of  stock  in  the  company  paying  the  dividend.  It  represents  a  reduc- 
tion of  surplus  or  undivided  profits  by  the  substitution  of  a  capital  lia- 
bility. The  law  expressly  provides  that  a  stock  dividend  constitutes 
income  to  the  extent  of  the  earnings  or  profits  distributed.  The  Supreme 
Court  is  now  considering  a  case  in  which  it  is  contended  that  Congress 
has  BO  constitutional  authority  to  tax  stock  dividends.  A  decision  is 
expected  very  soon. 

131.  Liquidation  Dividends.  Amounts  distributed  to  shareholders 
upon  the  liquidation  of  a  corporation  are  sometimes  called  liquidation 
dividends,  but  for  Income  Tax  purposes  all  amounts  received  upon  the 
liquidation  of  a  corporation  must  be  treated  as  payments  in  exchange  for 
stock.  Any  excess  of  such  amount  over  the  cost  of  the  stock,  or  its  value 
on  March  1,  1913,  if  previously  acquired,  whether  received  by  an  indi- 
vidual or  corporation,  is  a  profit  which  is  subject  to  both  Normal  Tax  and 
Surtax  or  to  corporation  Income  Tax  and  Profits  Tax,  even  though  an 
earned  surplus  may  in  fact  be  distributed  upon  such  liquidation.  None 
of  the  rules  applying  to  dividend  distributions  apply  to  so-called  liquida- 
tion dividends. 

132.  Dividends  from  Personal  Service  Corporations.  In  view  of  the 
special  plan  for  the  taxation  of  personal  service  corporations  (see  pars. 
39-44),  the  shareholder  is  not  taxed  upon  a  distribution  of  profit  of  such  a 
corporation  earned  after  December  31,  1917.  The  shareholder  has  been 
taxed  upon  his  proportionate  part  of  such  profits  for  the  year  in  which 
they  were  earned,  even  though  they  were  not  distributed  (par.  137),  but 
the  tax  law  can  not  change  the  relationship  between  a  corporation  and 
its  stockholders  and  the  stockholder  will  not  receive  his  share  of  such 
profits  until  they  are  distributed  upon  a  dividend  regularly  declared  as 
heretofore.  All  dividends  of  a  personal  service  corporation  are  first 
charged  against  the  profits  earned  after  December  31,  1917.  But  after 
such  profits  have  been  exhausted  dividends  are  deemed  to  be  in  distribu- 
tion of  profits  accumulated  after  February  28,  1913,  and  prior  to  January 
1,  1918,  to  the  extent  that  such  profits  are  sufficient.  The  shareholders 
are  subject  to  the  surtaxes  upon  such  dividends  at  the  rates  in  effect  at 
the  time  of  receipt,  and  all  other  rules  applying  to  dividends  of  corpora- 
tions apply. 

133.  Profits  Unreasonably  Accumulated.  If  the  Treasury  Department 
finds  that  a  corporation  is  formed  or  availed  of  for  the  purpose  of 
preventing  the  imposition  of  the  surtax  by  permitting  the  income  of  the 
corporation  to  unreasonably  accumulate  instead  of  being  distributed, 
the  shareholders  will  be  assessed  (as  in  a  partnership  or  personal  service 
corporation)  upon  the  amount  to  which  they  would  be  entitled  if  the 
profits  were  distributed,  and  the  corporation  itself  will  be  exempt  from 
Income  Tax.  The  corporation  is  not  exempt  from  the  Profits  Tax,  as  a 
personal  service  corporation  would  be,  but  the  amount  of  that  tax  is 
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deducted  from  the  net  income  upon  which  the  shareholders  are  assessed. 
When  the  Secretary  of  the  Treasury  certifies  that  in  his  opinion  the 
accumulation  of  profits  is  unreasonable  for  the  purposes  of  the  business, 
that  fact  or  the  fact  that  the  corporation  is  a  mere  holding  company  ia 
prima  facie  evidence  of  a  purpose  to  escape  the  surtax.  Every  corpora- 
tion is  required  to  furnish  on  request  a  statement  showing  the  amount 
of  profits  accumulated  and  the  names  and  shares  of  the  persons  entitled 
thereto  in  case  of  distribution. 

134.  Dividend  on  Life  Insurance  Policy.  Life  insurance  policies 
commonly  have  a  so-called  dividend  or  earning  feature.  The  dividend  is 
not  income  when  premiums  are  being  paid  on  the  policy,  but  if  the  policy 
is  paid  up  the  dividends  thereafter  are  income. 

135.  Special  Forms  of  Dividends.  Private  banks,  limited  partner- 
ships, and  other  associations,  not  incorporated  but  operating  under  the 
corporate  form,  are  taxed  as  corporations,  and  therefore  the  earnings 
received  from  such  organizations  are  treated  as  dividends  and  are  exempt 
from  corporation  taxes  and  from  normal  tax  when  received  by  an  indi- 
vidual. So-called  dividends  paid  by  co-operative  merchandising  organi- 
zations to  members  or  to  patrons  generally,  in  proportion  to  the  amount 
of  purchases  made,  are  in  fact  discounts  or  rebates  reducing  the  price  of 
the  merchandise  and  are  not  income  to  the  recipient.  In  many  states, 
shares  of  bank  stock  are  taxed  and  the  bank  is  required  to  pay  the  tax, 
although  it  is  in  fact  a  tax  upon  the  owner  of  the  share.  Therefore,  the 
amount  paid  for  him  by  the  bank,  having  been  used  to  discharge  his  obli- 
gation, is  income  received  by  him,  and  such  amounts  should  be  included 
in  the  stockholder's  Return  as  dividends  received.  A  scrip  or  note  divi- 
dend is  regarded  as  cash  to  the  face  value  of  the  scrip.  Dividends  pay- 
able in  Liberty  Bonds  are  not  exempt,  but  are  taxable  income  to  the 
market  value  of  the  bonds  when  distributed. 

6.    Income  From  Other  Sources. 

136.  Rents  and  Eoyalties.  Gross  income  includes  all  amounts  re- 
ceived as  rents  or  royalties  in  compensation  for  the  use  of  property.  Any 
consideration  received  in  lieu  of  money  must  be  reported  at  its  cash 
value  when  received.  Crop  shares  are  taxed  for  the  year  in  which  they 
are  reduced  to  money  or  money  equivalent.  A  building  erected  or  other 
permanent  improvement  made  by  a  tenant,  as  part  of  the  rent,  must  be 
included  in  the  gross  income  of  the  landlord  at  its  cost  less  actual  depre- 
ciation, in  the  year  when  such  improvement  is  received  by  the  landlord. 
The  Treasury  Department  has  held  that  this  income  is  received  at  the 
end  of  the  term,  but  in  one  case  a  court  has  held  that  because  the  land- 
lord became  the  owner  of  the  improvements  at  the  time  they  were  erected, 
according  to  the  terms  of  the  lease,  the  income  was  received  at  that  time. 
Interest  and  taxes  paid  by  a  tenant  on  behalf  of  the  landlord  are  income 
of  the  landlord  "when  paid,  and  may  also  be  deducted  by  the  landlord 
as  payments  made  by  him.  Ordinary  repairs  made  by  the  tenant  are 
not  income  of  the  landlord  but  expenses  of  the  tenant.  The  value  of  the 
use  of  property  by  the  owner  need  not  be  accounted  for  as  income  of 
the  owner,  nor  may  it  be  deducted  as  rent  paid. 

137.  Profits  of  Partnerships  and  Personal  Service  Corporations.  A 
partnership,  unlike  a  corporation,  has  no  legal  existence  aside  from  the 
members  who  compose  it  and  therefore  the  income  which  it  receives  be- 
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lougs  immediately  to  tlie  partners  witli  no  declaration  of  dividend,  just 
as  if  received  directly  by  them.  Since  for  Income  Tax  purposes  a  per- 
sonal service  corporation  is  treated  the  same  as  a  partnership,  the  profits 
of  a  personal  service  corporation  are  also  regarded  as  the  income  of  its 
shareholders,  and  the  following  rules  apply.  The  partnership  or  the  per- 
sonal service  corporation  must  make  its  Return  for  the  calendar  year 
or  fiscal  year,  but  only  the  members  are  taxed.  Each  member  or  stock- 
holder must  show  on  his  individual  Return  his  share  of  the  net  income 
of  the  firm  or  corporation  for  the  period  covered  by  the  last  firm  or 
corporation  Return,  even  though  the  money  may  remain  invested  in  the 
business  and  can  not  be  drawn  out.  The  proportionate  share  of  divi- 
dends and  exempt  interest  received  by  the  corporation  or  partnership 
and  included  in  the  net  income  must  be  separately  reported,  since  each 
member  includes  in  his  individual  credit  his  proportion  of  such  income. 
The  member  is  also  allowed  to  deduct  his  proportionate  share  of  con- 
tributions to  charities  made  by  the  partnership  or  personal  service  cor- 
poration, which  are  not  deductible  on  the  firm  or  corporation  Return. 
The  share  in  a  net  loss  would  be  deductible  as  a  loss  in  the  business  of 
the  individual.  Salaries  received  by  the  members  must  of  course  be  re- 
ported like  other  compensation.  Since  the  profits  are  reported  and  taxed 
when  they  are  earned,  without  regard  to  distribution,  they  are  not  again 
taxed  when  they  are  drawn  out  in  money.  Consequently,  withdrawals 
on  account  of  profits  previously  earned  or  anticipated  are  not  income  and 
need  not  be  reported.  (But  see  par,  132  as  to  dividends  from  personal 
service  corporations.)  A  limited  partnership  organized  and  operated  in 
corporate  form  is  treated  like  a  corporation  (see  par.  45),  and  the 
profits  are  therefore  taxed  like  dividends,  only  when  distributed  and  then 
only  for  surtax. 

138.  Fiscal  Year  of  Partnership.  Where  the  fiscal  year  of  the  part- 
nership or  personal  service  corporation  ends  on  a  date  different  from  the 
fiscal  year  of  the  individual,  the  profits  earned  by  the  firm  after  the  end 
of  its  fiscal  year  but  before  the  end  of  the  taxable  year  of  the  individual 
member  will  be  included  in  the  Return  of  the  member  for  the  following 
year.  In  other  words,  the  income  to  be  reported  by  the  member  is  his 
share  of  the  income  for  the  period  covered  by  the  firm  Return,  and  not 
necessarily  his  share  of  the  income  for  the  period  covered  by  his  own 
Return.  Where  the  fiscal  year  of  the  partnership  or  corporation  falls 
in  two  calendar  years  with  different  rates,  as  where  it  begins  in  1918 
and  ends  in  1919,  the  individual  will  pay  the  rates  in  effect  for  the  re- 
spective calendar  years  upon  that  part  of  his  share  proportionate  to  the 
part  of  the  firm's  fiscal  year  which  falls  within  the  calendar  year.  For 
example,  if  the  fiscal  year  begins  October  1,  1918,  the  Return  of  the  mem- 
ber for  tlie  calendar  year  1939  will  include  his  full  share  of  the  firm 
profits  for  the  fiscal  year,  but  one-fourth  of  such  share  will  be  taxed  at 
the  1918  rates  and  three-fourths  will  be  taxed  at  the  1919  rates.  The 
personal  exemption,  credits,  and  deductions  to  which  the  member  is  en- 
titled shall  first  be  applied  against  his  income,  subject  to  the  rates  for 
the  year  covered  by  his  Return,  unless  of  a  kind  plainly  and  properly 
chargeable  against  the  income  taxable  at  the  rates  for  the  prior  years. 
The  amount  subject  to  the  rates  for  the  year  covered  by  the  Return  shall 
be  placed  in  the  lower  brackets  of  the  rate  schedule  and  the  amount  tax- 
able at  the  rates  of  the  prior  year  shall  be  placed  in  the  next  higher 
brackets. 
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139.  Illustrative  Case.  Albert  Adams  has  a  net  income  of  $6,500  for 
1919,  including  his  share  amounting  to  $3,000  of  partnership  profits  for 
a  fiscal  year  ending  on  August  31,  1919,  and  other  net  income  amounting 
to  $3,500.  He  will  be  subject  to  the  1919  rates  upon  $2,000  of  the  part- 
nership profits,  which  is  the  amount  proportionate  to  that  part  of  the  part- 
nership fiscal  year  falling  in  1919.  This  amount  together  with  the  other 
net  income  of  that  year  equals  $5,500.  Against  this  amount  he  will  apply 
the  deductions  and  exemptions.  If  his  personal  exemption  is  $2,000,  he 
will  have  $3,500  of  income  subject  to  the  4%  normal  tax.  He  will  then 
treat  the  remaining  $1,000  of  the  partnership  profits  as  a  part  of  his 
1919  income  exceeding  $5,500,  but  subject  to  1918  rates.  Since  the 
first  $500  of  this  amount  is  within  $4,000  above  the  exemption,  and  the 
second  $500  is  in  excess  of  this  amount,  the  normal  tax  will  be  6%  upon 
$500  and  12%  upon  $500.  The  surtax  is  applied  upon  the  same  principle. 
The  profits  of  the  firm  earned  in  Sejitember,  October,  November  and  De- 
cember of  1919,  will  be  included  in  the  income  of  Adams  for  1920. 

140.  Income  from  Fiduciaries.  The  Eeturn  of  an  individual  must 
include  his  share  in  the  income  received  on  his  behalf  by  a  fiduciary 
(defined  in  par.  47),  whether  such  income  has  been  paid  over  to  him  or 
not.  Amounts  received  from  fiduciaries  as  payment  of  legacies  or  other 
gifts  is  not  income.  The  net  income  shown  on  the  last  Eeturn  filed  by 
the  fiduciary  will  be  reported  by  the  beneficiary  even  though  additional 
amounts  may  have  been  received  since  the  close  of  the  fiscal  year  of 
the  fiduciary  and  before  the  close  of  the  fiscal  year  of  the  beneficiary. 
Where  the  fiscal  year  of  the  fiduciary  falls  within  two  calendar  years  in 
which  different  rates  of  tax  apply,  the  rules  for  apportioning  the  income, 
as  in  the  case  of  partnership  profits,  would  apply.  The  report  of  the 
beneficiary  is  concerned  only  with  the  net  share  in  the  income  of  the 
fiduciary,  and  the  beneficiary  is  not  entitled  to  the  benefit  of  a  net  loss 
sustained  by  the  fiduciary,  depreciation  in  the  property  of  the  estate,  or 
any  other  deductions  which  might  be  claimed  by  the  fiduciary.  Where 
the  beneficiary  receives  income  upon  which  the  fiduciary  or  estate  has 
paid  the  tax,  it  is  not  subject  to  any  further  tax  and  is  not  shown  on  the 
beneficiary's  Eeturn.  The  beneficiary  receives  credit  for  his  share  of  the 
dividends  and  partially  exempt  interest  received  by  the  fiduciary. 

141.  Gambling  Gains  and  Illegal  Profits.  Income  includes  amounts 
gained  in  gambling.  Profits  made  in  violation  of  criminal  law  or  public 
regulation  and  income  received  in  violation  of  the  rights  of  individuals 
or  corporations  are  none  the  less  taxable.  Illegal  losses  have  been  held 
to  be  not  deductible. 

142.  rayment  and  Release  of  Debts.  The  payment  of  a  debt  is  not 
income  to  the  creditor,  since  it  is  a  mere  change  in  form  of  capital. 
Where  one  person  pays  a  debt  owing  by  another,  it  is  either  a  gift  or 
taxable  income  to  the  debtor.  Where  the  debt  of  a  corporation  or  indi- 
vidual is  discharged  or  forgiven  it  may  be  income,  if  for  consideration, 
but  in  the  ordinary  ease  of  insolvency  or  reorganization  is  either  a  gift 
or  contribution  of  capital  or  else  a  formal  recognition  of  worthlessness, 
and  in  either  case  would  not  be  taxable  to  the  debtor.  The  receipt  of  a 
debt  which  has  previously  been  charged  off  as  worthless  and  deducted 
upon  an  Income  Tax  Eeturn  constitutes  income  which  is  taxable  in  the 
year  when  the  payment  is  received,  and  no  amendment  of  the  previous 
Return  is  necessary. 
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(C)     Deductions  from  Gross  Income. 
1.    Sspeuses  of  Carrying  on  Business. 

143.  Nature  of  Expense.  Individuals,  partnerships,  and  corporations 
are  allowed  to  deduct  from  their  taxable  gross  income  "all  the  ordi- 
nary and  necessary  expenses  paid  or  incurred  during  the  taxable  year 
in  carryijig  on  any  trade  or  business."  To  be  included  in  this  deduc- 
tion, a  disbursement  or  charge  must  have  all  of  the  following  qualities: 
(1)  It  must  relate  to  a  trade  or  business  carried  on  by  the  taxpayer; 
this  excludes  personal  expenses,  expenses  of  a  serious  activity  other  than 
a  trade  or  business,  and  expenses  of  the  business  of  another  person, 
paid  by  the  taxpayer  on  behalf  of  the  proprietor.  (2)  The  proceeds  must 
be  such  as  will  be  consumed  or  exhausted  in  a  relatively  short  time,  as 
improvements  or  additions  of  permanent  value  are  not  included  in  the 
term  "expense."  (3)  The  expense  must  be  "ordinary  and  necessary," 
and  expenses  may  be  disallowed  if  unreasonable  in  amount  or  purpose. 
The  deduction  should  exclude  all  expenses  which  are  expressly  made  not 
deductible,  as  indicated  subsequently,  and  also  all  items,  such  as  taxes, 
which  are  specifically  provided  for  by  the  law  and  the  Eeturns,  even 
though  in  the  nature  of  expenses.  If  the  deductible  expenses  exceed  the 
gross  income  from  the  business,  the  excess  of  the  deduction  may  be 
applied  against  gross  income  from  any  other  source. 

144.  Personal  Expenses.  The  law  expressly  disallows  the  deduction 
of  "personal,  living,  or  family  expenses,"  which  include  rent  paid  for  a 
home,  wages  of  domestic  servants,  cost  of  food  and  clothing  for  the 
family,  education  of  children,  upkeep  of  pleasure  automobile,  and  similar 
items  connected  in  any  way  with  the  maintenance,  well-being,  or  pleas- 
ure of  the  taxpayer  or  his  dependents.  Interest,  taxes,  casualty  losses, 
worthless  debts,  and  contributions  to  charitable  organizations  are  deduct- 
ible even  when  entirely  personal  and  not  related  to  a  business,  because 
they  are  the  subject  of  specific  provisions  in  the  law,  explained  later. 
There  have  been  rulings  to  the  effect  that  hotel  bills  paid  by  actors  and 
other  travelers  are  not  allowable  as  deductions  because  they  represent 
food  and  shelter,  which  is  personal,  notwithstanding  the  fact  that  a 
permanent  home  is  necessarily  maintained  elsewhere  by  the  taxpayer. 
Where  such  expenses  are  paid  for  by  the  employer  tliey  are  deductible  by 
him  but  may  constitute  additional  income  of  the  employee  (see  par.  88). 

145.  Permanent  Improvements  and  Additions.  The  deduction  for  ex- 
pense may  not  include  investments  of  a  permanent  nature.  Expendi- 
tures for  the  erection  of  buildings,  grading  of  lawns,  and  other  perma- 
nent improvement  of  property,  for  the  installation  of  machinery,  and 
for  the  acquisition  of  books,  tools  or  implements  of  permanent  value, 
und  similar  unconsumable  property,  may  not  be  deducted  from  the  gross 
income  since  they  constitute  merely  a  change  in  form  of  capital  and  not 
a  reduction  of  wealth.  The  test  is  whether  a  capital  asset  is  acquired. 
Under  certain  circumstances,  the  value  of  property  may  so  quickly  dis- 
appear that  it  is  properly  charged  as  expense  even  though  the  physical 
existence  of  tlie  property  continues,  as  in  the  case  of  dies,  patterns, 
or  designs  to  be  used  only  for  a  single  season,  tools  purchased  for 
a  single  job,  and  replacements  of  property  or  parts  not  otherwise  charged 
off.  In  general,  the  cost  is  not  an  expense  where  the  property  will 
continue  in  use  after  the  expiration  of  the  taxable  year,  but  in  certain 
cases  the  cost  may  be  deducted  partly   in  one  year  and  partly  in  the 
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next  year  as  a  deferred  expense,  if  correctly  charged  on  the  books  on 
the  accrual  basis.  Where  the  cost  of  property  is  charged  as  expense, 
the  entire  amount  of  salvage  value  or  proceeds  of  sale  must  be  returned 
as  income.  If  desired,  property  of  temporary  usefulness  may  be  carried 
as  an  investment  and  charged  off  by  a  depreciation  or  obsolescence 
allowance,  as  explained  at  pa.rs.  182  and  183.  The  Regulations  hold  that 
the  following  expenditures  must  be  regarded  as  permanent  investments 
and  may  not  be  charged  as  expense;  cost  of  securing  copyright  and  cost 
of  plates;  cost  of  defending  or  perfecting  title  to  property;  cost  of 
plans  and  services  of  architect;  expense  of  organizing  corporation,  pro- 
curing charter  and  selling  stock;  commissions  paid  on  purchase  and  sale 
of  securities  or  other  property.  These  items  are  of  importance  in  illus- 
trating the  rule  that  an  expenditure  resulting  in  a  capital  asset  is  not 
deductible. 

146.  Activities  Other  Than  Business.  "Trade  or  business"  has  been 
held  to  include  professions  and  vocations.  The  trade  or  business  of  an 
individual  is  the  pursuit  or  occupation  in  which  he  has  invested  money 
and  to  which  he  devotes  part  of  his  time  and  attention  for  the  purpose 
of  a  livelihood  or  profit.  A  single  transaction  or  a  series  of  isolated 
transactions  do  not  constitute  a  trade  or  business.  A  business  is  being 
carried  on  by  the  owner  of  the  business,  even  though  all  of  the  activities 
are  conducted  by  employees.  A  person  may  carry  on  more  than  one  busi- 
ness or  trade  if  he  devotes  sufficient  time,  attention,  and  capital  to  the 
enterprise.  Mere  investment  of  capital  for  profit  is  not  enough.  Travel- 
ing expenses  incurred  by  a  merchant  to  investigate  a  silver  mine  in  which 
he  purchases  stock  are  not  business  expenses.  A  corporation  acts  pri- 
marily for  the  sole  purpose  of  carrying  on  a  business  or  trade  and  all  its 
transactions  for  profit  are  part  of  its  business  or  trade.  It  may,  however, 
incur  expenses  which  are  not  directly  connected  with  the  main  business 
but  with  collateral  enterprises,  such  as  the  support  of  legislation  and 
participation  in  public  movements.  There  have  been  decisions  that  such 
expenses  were  not  deductible,  applying  a  narrow  definition  of  * '  trade  or 
business."  Lobbying  expenses  and  campaign  contributions  are  not  de- 
ductible, but  the  expense  of  belonging  to  commercial  organizations  is 
allowable. 

147.  Unreasonable  Expenses.  In  extreme  cases  expenses  actually  in- 
curred may  be  disallowed  because  they  are  so  unreasonable  in  amount 
or  so  unusual  in  purpose  as  to  cease  to  be  "ordinary  and  necessary," 
although  the  managers  of  the  business  considered  them  required  at  the 
time.  It  is  for  this  reason  that  Christmas  presents  and  other  donations 
made  by  corporations  are  not  deductible,  not  being  "necessary."  The 
rule  is  that  an  expense  is  necessary  where  it  is  reasonably  required  by 
the  interests  of  the  business  and  objection  will  rarely  be  made  on  this 
ground  to  anything  short  of  a  donation,  except  where  it  appears  that 
a  business  is  being  used  as  a  cloak  for  disbursements  really  made  for 
another  purpose,  is  being  carelessly  and  extravagantly  inflated,  or  is 
being  unlawfully  despoiled  of  its  property  by  means  of  padded  charges 
made  by  persons  in  control. 

148.  Payment  Basis  or  Accrual  Basis.  Expenses  may  be  deducted 
on  the  payment  basis  or  the  accrual  basis;  that  is,  they  may  be  deducted 
in  the  year  in  which  paid,  or  the  year  in  which  they  become  due  or  are 
incurred  although  not  paid.  If  the  payment  basis  is  used  throughout, 
an   expense   may   be   deducted   in   the  year   in   which   paid,   even   though 
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incurred  in  a  prior  year.  Where  the  books  are  kept  ou  the  accrual 
basis,  the  expenses  deducted  must  relate  to  the  business  of  the  taxable 
year  and  expenses  not  deducted  in  the  year  in  which  they  are  incurred 
can  not  be  deducted  in  a  subsequent  year  when  paid.  Of  course,  when 
expenses  have  been  previously  deducted  on  the  accrual  basis,  the  subse- 
quent payment  does  not  permit  of  any  further  deduction.  No  deduc- 
tion may  be  made  for  purely  ' '  paper ' '  charges,  such  as  rental  value  of 
business  property  owned  by  the  proprietor  or  interest  on  the  proprietor's 
capital  employed. 

149.  Expenses  of  a  Mercantile  Business.  All  the  ordinary  expenses 
of  a  mercantile  business  may  be  deducted,  including  salaries  (proprietor 
and  employees),  rent,  light  and  heat,  delivery  expense,  advertising,  insur- 
ance, etc.  Interest,  taxes,  losses,  and  depreciation  should  not  be  in- 
cluded as  they  are  covered  by  sepai'ate  deductions. 

150.  Cost  of  Goods  Sold.  Strictly  speaking,  only  the  profit  on  a 
sale  is  income  and  the  cost  of  goods  is  to  be  deducted  from  gross  sales  in 
order  to  find  the  gross  income.  The  total  purchases  must  be  shown  as 
carried  on  the  books,  either  on  the  payment  basis  or  on  the  accrual  basis, 
the  latter  covering  invoices  charged  to  accounts  payable  during  the  year. 
Actual  prices,  with  discounts  and  allowances  deducted,  should  be  used; 
discounts  should  not  be  shown  as  ijicome.  In-freight  may  be  added  to 
cost  or  shown  as  expense.  To  find  the  actual  cost  it  is  necessary  to  add 
to  the  purchases  for  the  year  the  amount  of  the  inventories  at  the  begin- 
ning of  the  year  and  to  deduct  the  inventories  at  the  end  of  the  year. 

151.  Inventories.  Inventories  are  in  the  nature  of  an  adjustment 
to  the  accrual  basis,  since  they  have  the  effect  of  reducing  the  cost  of 
one  year  by  the  amount  representing  the  cost  of  the  goods  remaining  on 
hand  at  the  end  of  the  year  and  adding  this  same  amount  to  the  amount 
which  would  otherwise  be  deducted  as  cost  in  the  following  year.  In- 
ventories of  merchandise  held  for  resale  must  be  used  to  determine  net 
income  and  may  be  required  in  any  other  case  where  the  Commissioner 
considers  it  necessary.  Dealers  in  securities  are  permitted  to  use  inven- 
tories when  regularly  employed  in  the  books  of  account.  The  basis  to 
be  used  may  be  fixed  by  the  Regulations  so  as  to  most  clearly  reflect  the 
income.  Special  regulations  for  particular  cases  and  for  special  busi- 
nesses are  contemplated  but  at  the  present  time  the  general  requirements 
apply  to  all  businesses.  Inventories  must  be  taken  in  one  of  two  meth- 
ods, either  (1)  at  cost,  or  (2)  at  cost  or  market  price,  whichever  is  lower. 
The  second  method  is  susceptible  of  two  applications,  namely:  (a)  tho 
entire  stock  may  be  inventoried  at  cost  and  alpo  at  market  prices  and  the 
lower  of  the  two  inventories  may  be  used;  (b)  in  each  item  the  particu- 
lar goods  may  be  entered  at  the  lower  figure,  cost  in  some  cases  and  mar- 
ket price  in  others.  Only  the  second  of  these  methods  is  recognized  by 
the  Treasury  Department.  The  Regulations  do  not  permit  an  inventory 
which  will  represent  a  market  value  which  is  more  than  cost,  or  a  scaled 
down  cost  or  market  value  in  anticipation  of  future  losses.  The  basis 
of  inventory  which  is  once  adopted  must,  after  1918,  be  adhered  to  in 
future  years,  except  where  the  change  is  authorized  by  the  Commissioner. 
Where  inventoried  goods  have  become  obsolete,  damaged,  or  otherwise 
reduced  in  value,  they  may  not  be  marked  down  ou  the  inventory  unless 
they  arc  actually  unsalable,  in  which  event  the  Return  must  show  the 
original  cost,  inventory  value  charged  off,  and  present  condition.  Upon 
a  consolidated  Return  of  two  or  more  corporations,  the  inventory  must 
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be  based  upon  the  original  cost  to  the  affiliated  group,  and  should  not 
include  the  intercompany  profits  which  would  be  reflected  if  goods  were 
inventoried  at  the  price  paid  by  one  affiliated  company  to  another. 

152.  Expenses  of  Manufacturing  Business.  The  expenses  of  a  man- 
ufacturing business  include  labor  and  superintendence,  raw  materials, 
supplies,  repairs,  light  and  heat,  power,  selling  cost,  administration  ex- 
pense, and  similar  charges.  Where  the  books  separate  direct  cost  from 
overhead  expense,  the  cost  of  manufacturing  or  producing  goods  for 
sale  should  be  separately  reported  on  the  Eeturn,  but  if  not  separated 
on  the  books  may  be  included  in  the  expenses.  Greater  accuracy  is 
attained  where  materials  and  supplies  are  inventoried,  so  that  the  deduc- 
tion will  include  only  the  amount  actually  consumed  during  the  year, 
but  if  no  inventory  or  record  of  consumption  is  kept  it  is  permissible 
to  include  the  total  purchases  made  during  the  year.  Finished  goods 
held  for  sale  must  be  inventoried  and  added  to  the  gross  sales,  and  it  is 
desirable  to  do  the  same  with  work  in  process.  AH  inventories  must 
be  taken  in  accordance  with  the  requirements  explained  in  the  preceding 
paragraph. 

153.  Expenses  of  Fanners.  An  individual  or  corporation  carrying  on 
the  business  of  farming  may  deduct  amounts  paid  for  labor  used  in 
producing  crops  or  livestock,  cost  of  seed  and  fertilizers,  cost  of  feed, 
repairs  to  buildings,  fences  and  machinery,  expense  of  marketing,  and 
similar  ordinary  and  necessary  expenses.  The  cost  of  farm  machinery 
is  a  permanent  investment,  but  the  cost  of  ordinary  tools,  such  as  spades 
and  pitchforks,  may  be  deducted  as  an  expense.  The  cost  of  stock  pur- 
chased for  resale  is  deductible  in  the  year  when  the  stock  is  sold  to 
determine  profit  or  loss,  but  may  not  at  any  time  be  deducted  as  ex- 
pense. Stock  purchased  for  dairy,  draft  or  breeding  purposes,  is  a  per- 
manent investment,  and  not  deductible.  The  deductible  expenses  must 
be  scheduled  in  the  year  in  which  they  are  paid  or  incurred,  even 
though  the  product  is  not  sold  until  a  subsequent  year,  except  where  a 
crop  takes  more  than  a  year  from  the  time  of  planting  to  the  time  of 
disposal,  in  which  case  all  costs  and  expenses  may  be  deducted  upon  the 
crop  basis  in  the  year  when  the  income  from  the  crop  is  realized. 
Amounts  expended  in  the  development  of  farms,  orchards,  and  ranches 
prior  to  the  time  when  the  productive  state  is  reached  may  be  regarded 
as  investment  of  capital.  For  the  convenience  of  farmers,  a  special 
blank.  Form  1040  F,  may  be  used  to  report  the  expenses  and  costs. 
Where  farm  labor  or  farm  produce  is  charged  as  an  expense,  the  same 
items  may  not  again  be  used  to  determine  the  cost  of  live  stock  or  other 
property.  Where  books  are  kept  according  to  some  approved  method  of 
accounting  and  clearly  show  the  net  income,  the  Eeturn  may  be  made  in 
accordance  with  the  books.  Under  these  circumstances,  inventories  may 
be  used.  The  inventory  for  the  beginning  of  the  year  must  be  the  same 
figure  as  that  reported  for  the  end  of  the  preceding  year.  It  should  in- 
clude all  live  stock  and  products  on  hand,  whether  purchased  or  pro- 
duced on  the  farm  and  whether  held  for  sale  or  permanent  use.  Loss 
or  destruction  of  live  stock  or  products  during  the  year  will  reduce  the 
inventory  and  therefore  are  deducted  from  income  in  this  way  and  not 
otherwise.  Where  inventory  is  not  used,  there  may  be  a  deduction  for 
the  loss  of  live  stock  or  products  if  purchased  but  not  if  produced  on  the 
farm,  since  in  that  ease  expense  of  producing  has  already  been  deducted. 
Products  of  the  farm  will  be  inventoried  at  the  cost  of  production,  based 
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on  actual  disbursements,  or  at  either  cost  or  market  price,  whichever  is 
lower.  Farmers  using  inventories  are  allowed  a  method  of  deducting  for 
shrinkage  in  value  which  is  not  permitted  in  any  other  case.  Live  stock 
held  for  permanent  use  may  be  included  in  the  inventory  for  each  year 
at  a  figure  which  will  reflect  the  estimated  reduction  in  value  because  of 
increase  in  age  or  other  causes,  such  estimated  reduction  to  be  based 
upon  cost  and  estimated  life. 

154.  Expenses  of  Salaried  Employee.  The  Regulations  provide  that 
expenditures  incurred  in  earning  a  salary  are  deductible  as  business  ex- 
penses. Thus  the  premium  on  a  fidelity  bond  required  by  the  employer  is 
deductible.  But  it  has  been  held  that  the  cost  of  transportation  between 
home  and  place  of  business  is  a  personal  expense,  although  there  is  much 
reason  and  authority  to  the  contrary.  Where  a  man  working  on  salary 
or  commission  pays  his  own  office  and  traveling  expenses,  they  are,  of 
course,  deductible.  Hotel  bills  and  cost  of  meals  have  been  held  to  be 
living  expenses  and  not  business  expenses.  Uniforms  and  costumes  re- 
quired by  the  employment  and  not  adapted  to  personal  use  are  business 
expenses. 

155.  Expenses  of  Landlords  and  Tenants.  Where  property  is  held 
for  renting  purposes,  the  owner  may  deduct  the  cost  of  securing  tenants 
and  the  expenses  of  maintenance,  such  as  ordinary  repairs,  light  and 
fuel,  janitor  service,  and  insurance.  Where  the  owner  occupies  part  of 
the  building  as  his  dwelling,  the  expenses  must  be  apportioned  and  only 
those  relating  to  the  part  of  the  building  which  is  rented  may  be 
deducted.  A  tenant  may  deduct  the  rent  paid  for  business  premises, 
which  includes  amounts  which  the  lease  requires  the  tenant  to  pay 
on  behalf  of  the  landlord,  such  as  taxes  and  interest.  The  cost  of 
ordinary  repairs  required  to  be  made  by  the  tenant  are  deductible  by  him 
as  expenses,  but  not  as  rent.  Frequently  a  tenant  agrees,  as  part  of  the 
consideration  for  the  lease,  to  erect  a  building  or  make  other  permanent 
improvements  for  the  benefit  of  the  landlord.  The  cost  of  such  improve- 
ment is  considered  as  rent  and  should  be  prorated  over  the  term  of  the 
lease,  so  that  a  proportionate  amount  will  be  deducted  in  each  year  of 
the  tenancy.  A  deduction  for  depreciation  by  the  tenant  is  not  al- 
lowable in  such  case,  but  the  cost  of  ordinary  repairs  and  maintenance 
may  be  deducted.  The  landlord  may  deduct  for  depreciation  sustained 
after  he  has  reported  the  value  of  the  improvement  as  his  income  (see 
par.  136).  A  premium  paid  to  secure  a  lease  or  an  amount  paid  for  the 
assignment  of  a  leasehold  should  be  prorated  over  the  term  and  deducted 
in  each  year  as  additional  rent. 

156.  Expenses  of  an  Estate.  In  computing  the  net  income  of  a  trust 
estate  or  the  estate  of  a  decedent,  whether  the  estate  itself  is  taxed  or 
whether  the  income  is  divided  among  the  beneficiaries,  no  deduction  may 
be  made  for  the  expenses  of  administering  the  estate,  such  as  court  costs, 
attorneys'  fees,  and  trustees'  or  executors'  commissions,  but  these  ex- 
penditures are  regarded  as  reductions  of  the  principal  of  the  estate.  If 
the  estate  is  conducting  a  business,  the  expenses  of  the  business  may  be 
deducted.     Taxes,  interest,  and  similar  items,  may  also  be  deducted. 

157.  Salaries.  The  statute  allows  the  deduction  of  "a  reasonable 
allowance  for  salaries  or  other  compensation  for  personal  services  ac- 
tually rendered."  A  payment  is  not  a  salary  if  it  is  in  fact  paid  for 
some  consideration  other  than  personal  services,  as  in  the  following 
camples.     Where  the  stockholders  of  a  corporation  draw  salaries  which 
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in  amount  bear  a  close  relationship  to  stock  holdings,  the  payments 
will  be  closely  scrutinized  and  if  found  to  be  in  excess  of  a  reasonable 
payment  for  services  rendered,  the  excess  will  be  regarded  as  a  divi- 
dend paid  under  the  guise  of  salaries.  An  excessive  salary  voted  to  the 
person  or  persons  in  control  of  a  corporation  may  be  held  a  wrongful 
appropriation  of  the  property  of  the  corporation,  which  is  not  deductible 
by  the  corporation  although  taxable  to  the  recipient,  as  are  other  illegal 
gains.  Where  a  corporation  buys  out  a  business  and  agrees  to  pay  sal- 
aries to  the  former  owners,  the  salaries,  if  excessive  in  amount,  may  be 
held  to  include  payment  for  the  business  or  property  purchased.  Reason- 
ableness is  in  all  such  cases  the  controlling  test  of  deductibility;  the 
volume  of  business,  ability  of  the  employee,  responsibility  of  the  position, 
standards  and  practice  of  others  in  the  same  business,  and  all  like  ele- 
ments, considered  in  a  bargain  between  strangers,  may  be  determining 
factors.  Where  salaries  paid  exceed  a  reasonable  amount  the  taxpayer 
has  the  burden  of  showing  that  they  are  actually  and  solely  the  purchase 
price  of  services. 

158.  Salary  Fixed  After  Service  Rendered.  Compensation  may  be 
contingent  in  amount,  as  where  it  consists  of  a  percentage  of  sales  or 
profits.  If  the  basis  was  fixed  before  the  services  were  rendered  and 
by  a  free  bargain  influenced  only  by  considerations  affecting  the  value 
of  the  services,  the  salary  may  be  deducted  even  though  the  amount 
may  finally  prove  to  be  greater  than  that  which  would  ordinarily  be 
paid.  Where  the  compensation  is  fixed  after  the  services  are  rendered 
and  independently  of  any  understanding  or  practice,  it  will  not  be 
deductible  if  it  exceeds  a  reasonable  amount  such  as  would  ordinarily 
be  paid  in  other  enterprises  under  like  circumstances.  This  applies  to 
so-called  bonuses,  profit  sharing,  and  other  special  payments  made  after 
the  profitableness  of  the  services  has  been  demonstrated. 

159.  Special  Questions  as  to  Salaries.  Salaries  paid  to  minor  chil- 
dren by  the  parent  may  not  be  deducted,  since  he  is  legally  entitled  to  the 
services  and  any  paj'ment  is  in  the  nature  of  a  gratuitous  allowance. 
Salaries  paid  to  employees  who  are  absent  on  military  or  other  govern- 
ment service  for  the  duration  of  the  war  may  be  deducted,  since  they 
tend  to  preserve  the  organization  and  secure  the  return  of  such  em- 
ployees. Compensation  for  services  paid  in  capital  stock  of  the  com- 
pany may  be  deducted  at  the  actual  value  of  the  stock. 

160.  Pensions  and  Compensation  for  Injuries.  Pensions  regularly 
paid  to  employees  or  their  dependents  in  case  of  death,  retirement,  or 
injury,  may  be  deducted,  but  a  mere  gratuity  may  not  be  deducted. 
Compensation  for  injuries,  paid  pursuant  to  legal  liability  or  pursuant  to 
a  settled  practice  in  the  absence  of  liability,  is  a  deductible  expense.  A 
voluntary  contribution  by  an  employer  to  a  pension  fund  or  insurance 
plan  conducted  by  the  employees  is  not  deductible  unless  made  under 
circumstances  constituting  it  in  fact  an  element  of  the  agreed  compen- 
sation for  services  or  a  settlement  of  a  liability  of  the  business.  If  the 
employer  holds  the  resources  of  such  a  fund,  only  the  payments  to  the 
employees  may  be  deducted  and  not  the  amounts  appropriated  to  the 
fund. 

161.  Donations  and  Gratuities.  Although  it  is  certainly  < '  ordinary ' ' 
and  usually  considered  "necessary"  to  make  Christmas  presents  to 
employees  and  others,  they  have  been  held  mere  gratuities  and  not 
deductible  expenses.     Spending  money  furnished  to  salesmen  and  cour- 
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tesies,  entertainment,  and  presents  to  customers  are  deductible  when 
actually  related  to  the  sale  of  goods.  Donations  made  to  charities,  war 
relief,  exhibitions,  and  similar  enterprises  are  not  expenses  and  may  not 
be  deducted  bj'  corporations  except  where  there  is  a  direct  business 
benefit,  as  where  a  hospital  reserves  a  ward  for  the  treatment  of  em- 
ployees, or  where  an  educational  institution  is  conducted  for  the  benefit 
of  employees  or  their  dependents.  Charitable  contributions  made  by 
individuals  are  deductible  under  a  separate  item  (par.  198).  A  dona- 
tion made  purely  to  obtain  or  preserve  the  good  will  of  customers  or 
the  public  is  not  recognized  as  an  "ordinary  and  necessary"  expense, 
because  the  benefit  is  not  sufficiently  direct.  Campaign  contributions 
are  not  deductible. 

162,  Repairs,  Renewals,  and  Replacements.  Expenditures  for  main- 
tenance and  incidental  repairs,  which  do  not  add  to  the  value  of  prop- 
erty but  merely  keep  it  in  good  condition,  may  be  deducted  as  expense. 
To  the  extent  that  such  repairs  prolong  the  life  of  the  property,  they 
have  the  effect  of  reducing  the  amount  otherwise  chargeable  for  depre- 
ciation. Expenditures  which  add  to  the  value  of  property  are  not  de- 
ductible but  should  be  charged  as  an  investment  of  capital.  For 
example,  a  worn  part  of  a  machine  may  be  replaced  with  a  more  modern 
part  at  a  materially  higher  cost,  resulting  in  a  machine  of  greater  value. 
The  added  value  because  of  the  new  part  should  then  be  charged  to 
property  account.  An  expenditure  for  restoring  property  or  making 
good  exhaustion  for  which  a  depreciation  charge  has  already  been  made 
may  not  again  be  deducted  from  income  but  must  be  charged  against 
tlie  depreciation  reserve.  (See  also  par.  190.)  Where  property  is 
replaced  with  other  property  of  a  greater  value,  the  cost  of  replacement 
must  not  be  deducted  from  the  taxable  income  but  should  be  charged  as 
an  addition  to  property  and  used  as  the  basis  for  the  depreciation  deduc- 
tion in  the  future.  At  the  same  time,  however,  a  deduction  may  be 
made  for  the  obsolescence  of  the  discarded  property  (as  explained  at 
par.  176).  For  small  items  the  cost  of  replacement,  where  not  an 
expense  of  maintenance,  may  be  charged  against  the  depreciation  re- 
serve, but  with  large  items  this  is  apt  to  result  in  various  substantial 
errors.  If  the  property  has  not  been  charged  off  and  is  replaced  with 
other  property  of  the  same  value,  the  cost  of  the  new  property  may  be 
charged  off  as  expense,  where  the  effect  is  only  to  maintain  the  prop- 
erty at  its  book  value,  not  to  increase  the  value.  In  this  case,  how- 
ever, the  amount  charged  off  must  be  reduced  by  the  amount  of  any 
depreciation  previously  charged  off  on  the  old  property  and  by  the 
amount  received  for  the  discarded  property  or  its  fair  salvage  value. 
The  cost  of  replacement  should  be  charged  off  as  expense  where  the 
property  has  only  a  short  life  and  where  its  value  disappears  so  quickly 
with  use  that  a  depreciation  charge  is  not  practical.  The  test  is  whether 
there  is  an  addition  to  value  or  capital,  which  is  not  deductible,  or  a 
maintenance  of  value  or  capital,  which  is  expense.  (See  also  par.  145.) 
The  application  of  this  test  is  illustrated  by  the  following  case.  The 
Lakeborn  Hotel  Company  entirely  re-furnishes  its  lobby,  charging  the  cost 
to  an  investment  account.  The  old  furniture  is  sold  to  a  second-hand 
dealer  for  a  small  sum.  This  latter  amount  and  the  total  accrued 
depreciation  is  deducted  from  the  original  cost  of  the  old  furniture  and 
the  balance  is  charged  off  as  a  loss.  Purchases  of  dining  room  china 
amount  to  more  than  the  original  cost,  but  because  of  breakage,  there 
is  no  more  on  hand  at  the  end  of  the  year  than  at  the  beginning.    Tbere- 
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fore  the  entire  amount  of  china  purchases  may  be  charged  as  expense, 
with  no  allowance  for  depreciation. 

163.  Life  Insiirauce  Premiums.  No  deduction  is  allowed  for  premi- 
ums paid  by  a  business  enterprise  (corporate  or  individual)  to  insure 
the  life  of  an  ofdeer,  employee,  or  any  person  financially  interested  in 
the  business,  where  the  taxpayer  is  directly  or  indirectly  a  beneficiary. 
Such  a  policy  is  a  real  asset  only  to  the  extent  of  the  cash  surrender 
value  (as  for  invested  capital,  see  par.  51),  but  since  profit  or  loss  upon 
payment  of  the  policy  is  determined  with  reference  to  the  total  premi- 
ums paid  after  March  1,  1913,  (par.  76),  the  excess  of  premium  payment 
over  addition  to  cash  surrender  value  must  be  regarded  as  a  deferred 
cost.  Where  the  insurance  is  for  the  benefit  of  the  employe  who  is  in- 
sured, the  amount  paid  as  premium  is  an  addition  to  his  compensation 
and  is  deductible.  Where  the  life  of  an  officer  is  insured  to  secure  his 
indorsement  of  a  debt  of  the  corporation,  the  premium  paid  is  of  course 
an  addition  to  the  expense  of  borrowing  money,  but  apparently  it  may 
not  be  deducted  because  of  the  express  provision  of  the  statute.  Premi- 
ums paid  for  term  insurance  are  not  deductible  under  these  circumstances, 
but  since  such  insurance  does  not  have  a  permanent  cash  surrender  value 
it  would  appear  that  a  deductible  loss  is  sustained  when  the  policy 
expires  during  the  life  of  the  insured.  Nevertheless,  the  Department 
has  advised  that  the  aggregate  premiums  paid  may  not  be  then  de- 
ducted, as  a  loss  or  otherwise.  Premiums  paid  by  an  individual  to 
insure  the  life  of  himself  or  a  member  of  his  family,  are  of  course 
personal  expenses.  For  the  exemption  applying  to  the  proceeds  of  life 
insurance  policies,  see  par.  76. 

164.  Other  Insurance  Premiums  and  Reserves.  Premiums  for  fire, 
casualty,  and  other  insurance  are  deductible  when  they  are  expenses  of 
business,  as  when  they  cover  property  used  in  business  or  used  for  rent- 
ing purposes,  but  not  when  thej'^  are  personal  expenses,  as  when  they 
apply  to  a  dwelling  or  a  pleasure  automobile.  Where  a  corporation 
carries  its  own  insurance,  no  deduction  may  be  made  for  amounts  ap- 
propriated to  a  reserve,  which  is  in  fact  only  part  of  the  surplus  set 
aside  for  anticipated  losses,  but  the  proper  deduction  may  be  made  when 
the  losses  actually  occur. 

165.  Organization  and  Capital  Expenses.  All  expenses  incidental  to 
or  connected  with  the  incorporation  and  organization  of  a  corporation 
and  the  sale  of  its  capital  stock  or  securing  or  increasing  its  capital 
must  be  treated  as  the  cost  of  the  franchise  or  as  a  reduction  of  capital 
and  must  be  excluded  from  the  expenses  deducted  from  gross  income, 
since  the  Treasury  Department  holds  that  these  are  capital  transactions 
and  not  expenses  of  "carrying  on"  business.  Where  a  franchise  has 
a  limited  duration  or  is  of  value  for  only  a  limited  period,  a  deduction 
for  obsolescence  is  allowable;  or  when  the  corporation  is  finally  liqui- 
dated and  dissolved,  the  cost  of  the  franchise  may  be  charged  off  as  a 
loss,  since  there  is  an  actual  disappearance  of  property.  A  discount  upon 
stock  sold  or  a  commission  for  the  sale  of  stock,  whether  common  or 
pi'ef erred,  may  not  be  deducted  at  any  time  from  the  income  from 
corporations,  since  it  has  the  effect  only  to  reduce  the  capital  of  the  com- 
pany. These  items  may  and  should  be  charged  off  on  the  books,  either 
at  once  or  by  deferred  charges,  even  though  reports  to  the  government 
must  then  differ  from  the  books. 
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166.  Development  Expenses.  Advertising  and  similar  development 
of  the  good  will  of  a  business  may  properly  be  charged  as  expense,  even 
though  the  result  is  of  permanent  value.  Experimentation  and  develop- 
ment of  patterns,  processes,  inventions,  and  similar  work  may  be  con- 
sidered as  expense,  or  as  an  investment.  Where  designs,  drawings,  pat- 
terns, or  models  which  have  been  treated  as  a  capital  asset,  prove  unsat- 
isfactory and  have  no  asset  value,  the  entire  capitalized  cost  may  be 
deducted  as  a  loss  if  completely  and  satisfactorily  explained  on  the 
Eeturn.  Where  experimental  work  results  in  patented  inventions,  the 
expenditures  for  the  experimental  work  may  be  added  to  the  cost  of  the 
patent.  A  deduction  for  obsolescence  may  be  made  with  respect  to  any 
asset  of  definitely  limited  valuable  life  which  is  the  result  of  capitalized 
development  expenses. 

2.    Interest. 

167.  Deduction  of  Interest  Paid  or  Accnxed.  Corporations  and  indi- 
viduals may  deduct  without  limit,  ' '  all  interest  paid  or  accrued  within 
the  taxable  year  on  indebtedness,"  except  for  the  restriction  as  to 
indebtedness  for  carrying  tax-exempt  securities.  Whether  the  accrued 
interest  or  interest  paid  is  the  basis  of  the  deduction  will  depend  on 
the  methods  followed  in  the  books  of  the  taxpayer.  If  interest  accrued 
in  former  years  has  never  been  charged  against  income  it  may  be  de- 
ducted in  the  year  when  paid;  it  may  he  deducted  when  paid  in  advance 
if  at  once  charged  off.  Interest  neither  paid  during  the  year  nor  ac- 
crued for  the  year  can  not  be  made  deductible  merely  by  charging  it  on 
the  books.  The  deduction  may  include  interest  upon  personal  debts, 
such  as  a  mortgage  on  a  dwelling  or  a  judgment  for  a  grocer's  bill,  as 
well  as  upon  business  debts,  and  also  interest  upon  secured  indebted- 
ness. Banking  corporations  will  include  interest  on  deposits  and  cer- 
tificates of  indebtedness.  Interest  is  not  deductible  in  this  item  unless 
paid  upon  indebtedness  of  the  taxpayer.  For  example,  where  a  cor- 
poration pays  the  interest  upon  a  mortgage  on  property  in  which  it  has 
uo  equity  but  which  it  occupies  as  a  tenant,  this  amount  is  deductible 
only  as  an  expense  for  rent.  A  mortgage  debt  upon  property  in  which 
the  taxpayer  has  an  equity  or  to  which  he  is  taking  title  is  construed  as 
an  indebtedness  of  the  taxpayer  even  though  not  assumed  by  him.  Taxes 
paid  on  tax-free  bonds  (defined  at  par.  122)  are  in  fact  additional  inter- 
est or  expense  of  borrowing  money,  but  it  has  been  held  that  corpora- 
tions paying  federal,  state,  or  municipal  taxes  pursuant  to  such  covenant 
will  not  be  allowed  to  deduct  this  payment  under  any  item. 

168.  Indebtedness  to  Carry  Tax  Exempt  Securities.  The  interest 
deduction  must  not  include  any  interest  paid  on  ' '  indebtedness  incurred 
or  continued  to  purchase  or  carry  obligations  or  securities  (other  than 
obligations  of  the  United  States  issued  after  September  24,  1917)  the 
interest  upon  which  is  wholly  exempt  from  taxation  under  this  title." 
A  taxpayer  may  not  borrow  money  to  buy  state  or  municipal  bonds, 
use  the  exempt  interest  to  pay  the  interest  on  the  loan,  and  then  deduct 
the  interest  so  paid  from  his  other  income  which  is  taxable.  Although 
the  interest  paid  may  exceed  the  interest  received,  the  excess  is  not 
therefore  deductible  but  the  entire  amount  paid  upon  such  indebtedness 
must  be  excluded.  Shares  of  stock  bear  dividends  and  not  interest,  but 
it  has  been  held  that  the  interest  paid  by  a  corporation  on  indebtedness 
incurred  or  continued  to  carry  dividend-paying  stock  is  not  deductible. 


94 


INCOME  AND  PROFITS  TAXES  71 

Such  interest  would  be  deductible  by  an  individual,  since  as  to  him  the 
dividends  are  not  wholly  exempt,  as  they  are  to  a  corporation. 

169.  Bonds  Issued  at  Discount.  Where  a  corporation  issues  its  own 
bonds  at  less  than  cost,  the  difference  between  the  amount  which  the 
corporation  receives  and  that  which  it  must  ultimately  pay  is  regarded 
as  an  addition  to  the  cost  of  borrowing  money  and  may  be  deducted 
as  interest.  The  entire  amount,  however,  may  not  be  deducted  in  any 
one  year,  either  when  the  bonds  are  issued  or  redeemed,  but  must  be 
prorated  over  the  life  of  the  bonds,  adding  to  the  interest  payment  of 
each  year  the  proportionate  part  of  the  discount  on  the  bonds.  Suppose, 
for  instance,  that  the  Fidelity  Corporation  issues  bonds  for  $960  each, 
which  it  must  pay  in  ten  years  at  $1,000  each.  There  is  obviously  a 
loss  of  $40  on  each  bond.  Although  the  loss  is  not  actually  sustained 
until  the  bonds  are  paid,  the  liability  accrues  at  once  and  the  corpora- 
tion is  required  to  deduct  in  each  year  one-tenth  of  this  loss.  It  is  not 
permissible  to  deduct  the  entire  amount  the  first  year.  The  same  rule 
applies  to  selling  commissions  and  other  expenses  incurred  in  issuing 
the  bonds.  In  connection  with  the  loss  sustained  upon  the  redemption 
of  bonds  at  a  premium,  see  par.  180. 

3.    Taxes. 

170.  Taxes  Paid  or  Accrued.  Taxes  assessed  by  the  United  States, 
the  states,  or  political  subdivisions,  excepting  federal  Income  and  Profits 
Taxes,  may  be  deducted  when  paid  or  accrued.  The  statute  expressly 
forbids  the  deduction  of  the  Income  Tax  and  the  Profits  Tax,  either  when 
paid  or  accrued.  Special  assessments  for  local  benefits  of  a  kind  tending 
to  increase  the  value  of  the  property  are  excluded  by  the  law  since  they 
are  in  fact  the  cost  of  a  permanent  improvement.  Water  rates  and  like 
payments  for  service  are  not  taxes  but  expenses,  deductible  if  properly 
incurred  in  carrying  on  business.  The  same  is  true  as  to  fees  for  special 
privileges  or  permits,  such  as  a  peddler 's  license  or  an  annual  charge  for 
the  use  of  a  street,  but  where  a  license,  permit,  or  franchise  has  a  perma- 
nent value,  the  fee  should  be  charged  as  an  investment  and  not  as  a  re- 
duction of  income.  Inheritance  taxes  are  not  deductible,  since  they  do  not 
reduce  the  income  of  anyone  but  are  taken  from  the  principal  in  course 
of  transfer.  Customs  duties  should  be  included  in  the  cost  of  property 
when  possible,  but  when  paid  upon  articles  not  imported  for  sale  they 
may  be  deducted  as  taxes.  Excise  taxes,  stamp  taxes,  and  similar  taxes 
should  be  similarly  treated.  Thus  an  individual  may  deduct  the  war  tax 
paid  upon  theatre  tickets. 

171.  Taxes  on  Bank  Stock  and  Tax  Free  Bonds.  Taxes  are  often 
levied  upon  the  shares  of  stock  in  banks  and  other  corporations,  which 
the  corporation  is  required  to  pay  on  behalf  of  the  owners  of  the  stock. 
The  tax  may  not  be  deducted  from  the  income  of  the  corporation,  but 
may  be  deducted  by  the  individual  stockholders  as  taxes  paid.  On  the 
other  hand,  they  must  include,  as  part  of  their  income  from  dividends, 
this  same  amount  of  taxes.  This  rule  does  not  prevent  the  corporation 
from  deducting  the  federal  Capital  Stock  Tax  or  any  state  excise  or 
franchise  tax,  paid  to  transact  business  within  the  state,  imposed  upon 
the  corporation  itself  but  based  upon  the  value  of  the  shares.  Like- 
wise, taxes  paid  on  behalf  of  the  holders  of  tax-free  bonds  (defined  at 
par.  122)   are  not  deductible  by  the  corporation  making  the  payment, 
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although  they  actually  coustitute  an  addition  to  the  interest  paid.  Any 
taxes  paid  on  tax-free  bonds,  except  the  federal  Income  Tax,  may  be 
included  in  the  deduction  for  taxes  paid  on  the  Return  of  the  holder 
of  the  bonds.  The  federal  Income  Tax  is  not  deductible,  but  the  amount 
paid  on  behalf  of  the  holder  may  be  credited  by  him  directly  against 
the  amount  otherwise  payable  by  him  on  his  individual  Return.  Any 
taxes  so  paid  must  be  reported  by  the  holders  of  the  bonds  as  additional 
income  received  by  them.     This  is  illustrated  in  the  table  on  page  11. 

172.  Foreign  Taxes:  Deduction  and  Credit.  Deductible  taxes,  in  the 
case  of  a  citizen,  resident  alien,  or  domestic  corporation,  include  also 
those  assessed  by  foreign  countries,  other  than  income  or  profits  taxes. 
Income  or  profits  taxes  assessed  by  a  foreign  country  or  a  possession  of 
the  United  States  against  a  domestic  corporation  or  a  citizen  (or  assessed 
by  a  possession  of  the  United  States  against  a  resident  alien)  arc  cred- 
ited toward  the  tax  found  to  be  due  upon  the  net  income  computed  with 
no  deduction  for  such  tax.  To  illustrate:  Where  the  Return  of  a  non- 
resident citizen  shows  a  net  income  of  $30,000,  after  deducting  properly 
and  personal  taxes  paid  to  foreign  countries,  and  a  tax  liability  of  $1,450, 
and  also  shows  that  an  income  tax  of  $980  was  paid  during  the  taxable 
year  to  the  government  of  the  foreign  country  where  the  citizen  resides, 
the  foreign  tax  would  be  deducted  from  the  amount  otherwise  due,  leav- 
ing the  United  States  tax  $470,  A  foreign  corporation  or  nonresident 
alien  is  not  allowed  this  credit.  A  resident  alien  is  allowed  a  similar 
credit  for  such  tax  assessed  by  the  country  of  which  he  is  a  citizen  or 
subject,  on  condition  that  a  like  credit  is  allowed  by  that^  country  to 
citizens  of  the  United  States  residing  there.  A  domestic  corporation  will 
be  allowed  similar  credit  for  a  proportion  of  income  or  profits  taxes  paid 
by  a  foreign  corporation  of  which  it  owns  a  majority  of  the  voting  stock, 
to  any  foreign  country  upon  income  derived  from  foreign  sources.  The 
proportion  shall  be  the  same  as  that  which  the  amount  of  dividends,  not 
exempt  from  tax,  received  by  the  domestic  corporation,  bears  to  the 
total  income  of  the  foreign  corporation  upon  which  the  foreign  taxes 
were  paid.  The  amount  of  this  credit  shall  in  no  case  exceed  the  amount 
of  taxable  dividends  received  by  the  domestic  corporation. 

4.    Losses. 

173.  Losses  Sustained.  Losses  must  be  separately  reported,  with 
the  explanations  required  by  the  Regulations,  and  should  not  be  in- 
cluded in  the  Expenses  or  in  any  other  deduction.  Common  to  the  vari- 
ous kinds  of  deductible  losses  is  the  requirement  that  they  be  sustained. 
It  is  held  that  a  los;  is  not  "sustained  "  when  it  reflects  a  speculative  or 
liuctuating  valuation  if  a  continuing  investment,  but  onlj'  after  it  has 
been  determined  and  ascertained  upon  an  actual,  completed,  and  closed 
transaction,  and  after  the  amount  involved  has  irredeemably  disap- 
peared from  the  assets  of  the  taxpayer.  A  person  may  feel  certain  that 
real  estate  which  he  owns  is  worth  much  less  than  when  he  bought  it, 
or  that  .some  of  the  .stock  in  his  store  will  never  be  sold  until  he  marks 
is  below  cost,  and  it  would  ordinarily  be  said  that  he  had  lost  money 
in  both  cases.  But  no  deduction  may  be  made  for  anticipated  losses, 
however  probable,  for  which  reserves  are  set  up,  nor  for  shrinkage  in 
the  value  of  the  property  until  made  absohite  by  sale  or  disposition  of 
the  property,  even  though  such  shrinkage  may  be  charged  upon  the  books 
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and  proved  by  expert  appraisal  or  other  evidence  of  the  highest  credi- 
bility. (See  par.  71.)  This  rule  applies  to  corporations  as  well  as  to 
individuals. 

174.  Kinds  of  Losses.  Individuals  must  separately  report:  (1) 
losses  incurred  in  trade  or  business;  (2)  losses  incurred  in  a  transac- 
tion entered  into  for  profit  but  not  connected  with  the  trade  or  busi- 
ness; (3)  losses  not  connected  with  the  trade  or  business  arising  from 
fire,  storm,  shipwreck  or  other  casualty  or  from  theft;  (4)  debts  ascer- 
tained to  be  worthless  and  charged  off.  An  individual  is  not  permitted 
to  deduct  a  loss  which  does  not  fall  in  one  of  these  four  classes.  For 
example,  the  loss  sustained  by  selling  at  less  than  cost  an  automobile 
purchased  not  for  profit  but  for  personal  use  is  not  deductible,  nor  is 
the  loss  upon  the  sale  of  real  estate  which  was  inherited,  rather  than 
purchased  for  profit,  and  which  was  worth  more  at  the  time  it  was 
received,  or  on  March  1,  1913,  than  the  price  for  which  it  was  sold. 
As  to  corporations,  the  law  distinguishes  only  between  debts  charged 
off  and  other  losses.  To  the  extent  that  a  loss  is  covered  by  insurance, 
there  is  of  course  uo  loss  to  the  owner.  Losses  may  be  deducted  only 
in  the  year  in  which  they  are  incurred,  even  though  the  cost  of  replac- 
ing the  asset  which  the  loss  represents  is  properly  distributed  over 
several  years.  For  example,  if  a  dwelling  house  burns  down  and  is  not 
covered  "by  insurance,  the  loss  sustained  must  be  deducted  from  the 
income  of"  the  same  year.  If  the  value  of  the  destroyed  house  is  more 
than  the  entire  year's  income  of  the  owner,  he  is  not  entitled  because 
of  that  fact  to  deduct  part  of  the  loss  in  one  year  and  part  in  the  next. 
A  loss  through  embezzlement  is  deductible  only  in  the  year  when  it 
occurred,  even  though  it  is  not  discovered  until  a  subsequent  year.  It 
has  been  held  that  losses  sustained  in  illegal  transactions  are  not  de- 
ductible, although  illegal  gains  are  taxable.  A  net  loss  sustained  by  a 
partnership  or  personal  service  corporation  is  incurred  in  the  business 
of  the  members,  who  may  individually  deduct  their  respective  proportions 
thereof.  A  net  loss  sustained  by  an  estate  or  a  fiduciary  is  not  de- 
ductible by  the  beneficiaries. 

175.  Loss  on  Sale  of  Property.  The  loss  sustained  by  the  sale  of 
property  is  determined  according  to  the  same  rules  which  apply  with 
reference  to  profit  (pars.  107-111).  Loss  of  this  kind  consists  in  general 
of  the  difference  between  the  selling  price  and  the  cost,  except  that  cost 
and  selling  price  must  be  ascertained  in  the  same  manner  as  has  been 
explained  with  reference  to  profit  and  where  the  property  was  owned 
prior  to  March  1,  1913,  the  value  of  that  date  is  used  instead  of  the  cost. 

176.  Losses  on  Obsolete  and  Discarded  Property.  Where  old  build- 
ings are  removed  or  old  machinery  or  equipment  is  scrapped,  to  be  re- 
placed by  similar  property  or  merely  to  be  withdrawn  from  use,  a  deduc- 
tion may  be  made  for  the  loss  sustained,  since  this  is  regarded  as  a 
closed  transaction  if  the  property  definitely  and  finally  disappears  from 
the  assets  of  the  taxpayer.  This  loss  is  sometimes  referred  to  as  "ac- 
crued obsolescence"  to  distinguish  it  from  the  anticipated  obsolescence 
which  is  an  element  of  the  depreciation  allowance.  Where  real  estate 
is  purchased  for  the  purpose  of  erecting  new  buildings,  no  deductible 
loss  is  sustained  by  reason  of  the  destruction  of  an  old  building  stand- 
ing upon  the  real  estate,  but  the  sum  of  (a)  the  cost  of  the  real  estate 
and  old  building  and  (b)  the  cost  of  removing  the  old  building  will  be 
considered  the  eost  of  the  real  estate.    Or  the  amount  paid  for  the  old 
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building  and  the  destruction  of  it  may  be  included  in  the  cost  of  the 
new  building  being  erected.  Where  patents  and  other  intangible  assets 
are  found  to  be  entirely  worthless  before  their  cost  has  been  charged 
off  by  means  of  the  allowable  depreciation  deduction,  the  balance  may 
also  be  deducted  as  a  loss  in  this  way.  The  same  rules  govern  the  deter- 
mination of  loss  where  property  is  drmaged  or  destroyed.  No  deduc- 
tions are  allowed  for  damage  or  reduction  in  the  value  of  merchandise 
or  material  carried  in  stock  until  it  becomes  unsalable  or  unusable  by 
reason  of  obsolescence  or  damage.  When  this  condition  exists,  the  de- 
duction of  the  cost  or  inventory  value  may  be  claimed  as  a  loss. 

177.  Measure  of  Property  Losses.  The  loss  when  property  is  de- 
stroyed or  discarded  is  determined  by  deducting  from  the  cost  of  the 
property  (as  defined  in  par.  109),  or  its  value  on  March  1,  1913,  the  sum 
of  (1)  the  amount  received  for  the  property  when  it  is  disposed  of  or 
its  fair  salvage  value  at  that  time  if  no  sale  is  made,  (2)  the  total 
amount  that  has  been  previously  deducted  and  claimed  on  account  of 
the  depreciation  or  obsolescence  of  the  property,  (3)  any  additional 
amount  of  depreciation  actually  sustained  and  which  might  have  been 
deducted,  but  which  has  never  been  charged  off.  In  this  connection  it 
must  be  remembered  that  prior  to  1918  allowable  depreciation  covered 
only  physical  wear  and  tear,  and  a  charge  to  cover  anticipated  obso- 
lescence was  not  recognized  as  an  allowable  deduction.  Therefore  the 
loss  sustained  upon  discarded  property  would  not  be  reduced  by  reason 
of  the  fact  that  it  included  obsolescence  which  has  been  gradually  oc- 
curring over  a  period  of  years.  The  amount  deducted  must  be  properly 
recorded  on  the  books  of  the  taxpayer  and  the  Eeturn  must  be  accom- 
panied by  a  statement  showing  the  facts  in  sufficient  detail  to  clearly 
establish  the  amount  and  fact  of  the  loss. 

178.  Worthless  Debts.  Bad  debts,  which  have  been  actually  ascer- 
tained to  be  worthless  and  have  been  charged  off  during  the  year,  may 
be  deducted.  The  amount  of  the  deduction  must  not  exceed  the  fair 
actual  value  of  the  debt  on  March  1,  1913,  if  it  was  then  in  existence, 
or  the  amount  actually  invested  by  the  taxpayer  in  it  if  it  was  subse- 
quently acquired.  Where  a  debt  for  goods  sold  becomes  worthless,  the 
amount  to  be  deducted  may  include  the  profit  on  the  sale  if  such  profit 
was  included  in  the  income  treated  as  the  basis  of  Income  Tax  liability 
when  the  profits  accrued.  It  has  been  held  that  where  pledged  or  mort- 
gaged property  is  purchased  upon  foreclosure  by  the  pledgee  or  mort- 
gagee, the  property  stands  in  the  place  of  tKe  debt,  the  determination 
of  loss  is  deferred  until  the  property  is  disposed  of,  and  a  deficiency 
between  the  debt  and  the  price  upon  the  foreclosure  sale  may  not  be 
deducted  as  a  bad  debt.  Where  the  creditor  continues  to  extend  credit 
to  the  debtor,  a  debt  may  not  be  claimed  to  be  worthless.  A  debt  may 
not  be  charged  off  and  deducted  in  part,  but  it  must  be  wholly  and 
entirely  worthless  before  any  part  of  it  may  be  deducted,  even  though 
it  may  be  very  clearly  worth  less  than  the  face  amount.  The  Eeturn 
must  show  some  evidence  of  the  manner  in  which  the  worthlessness  was 
ascertained,  that  is,  it  should  state  that  the  debtor  was  discharged  in 
bankruptcy,  or  disappeared  leaving  no  property,  or  that  the  ordinary 
methods  of  collection  have  been  exhausted,  or  similar  facts.  If  the  bad 
debt  represents  taxable  income,  the  deduction  will  be  allowed  only  if 
the  sum  has  been  included  in  a  Beturu  of  Income.    A  man  takes  a  promis- 
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sory  note  for  two  months'  salary  in  1916,  but  does  not  include  it  in  the 
Eeturn  as  income.  In  1917,  he  actually  ascertains  that  the  note  is  worth- 
less and  attempts  to  deduct  it  from  his  income  for  that  year.  The 
deduction  will  not  be  allowed  because  the  debt,  if  collected,  would  be 
taxable  income,  and  the  fact  that  some  expected  income  is  not  received 
does  not  reduce  the  income.  But  the  rule  is  otherwise  if  the  note  has 
been  taken  for  a  loan;  then  the  payment  would  not  be  income  when 
received  and  the  failure  to  collect  results  in  an  allowable  deduction. 

179.  Losses  on  Securities.  Bonds  are  debts,  and  when  they  are  ascer- 
tained to  be  worthless  and  charged  off,  the  face  amount  may  be  deducted. 
Stocks  are  not  debts,  but  when  they  become  entirely  worthless  or  cease 
to  exist  as  property  because  of  the  dissolution  of  the  corporation,  there 
is  sustained  a  deductible  loss,  similar  to  accrued  obsolescence  of  other 
property.  Losses  incurred  in  the  sale  of  bonds  and  stocks  are  ascertained 
according  to  the  principles  applying  to  other  kinds  of  property,  but  no 
deductible  loss  arises  merely  because  the  market  value  of  securities  has 
decreased. 

180.  Bonds  Redeemed  at  Premium.  A  corporation  may  deduct  the 
loss  incurred  in  selling  its  own  bonds  below  par,  by  treating  it  as  an 
addition  to  interest  paid  (par.  169).  The  premium  paid  for  the  redemp- 
tion of  bonds  is  also  a  deductible  loss.  For  example,  if  the  ten-year 
bonds  of  the  Fidelity  Corporation  which  were  issued  at  96,  are  redeemed 
after  five  years  at  par,  the  corporation  would  then  have  deducted  only 
one-half  of  the  loss  under  the  prorating  plan  described;  therefore  it  may 
now  deduct  the  other  one-half.  If  the  bonds  are  redeemed  at  102,  the 
loss  which  may  be  then  deducted  is  2  points  (or  $20  on  a  $1,000  bond) 
greater.  Suppose  now  that  the  bonds  were  issued  at  102  and  the  corpora- 
tion included  the  $20  premium  in  its  taxable  income.  It  may  subse- 
quently deduct  the  $20  when  it  redeems  the  bonds  at  102.  If,  in  that 
case,  the  whole  amount  received  had  been  treated  as  capital  and  not  as 
income  when  received,  then  there  is  no  loss  when  the  same  amount  of 
capital  is  repaid. 

181.  Capital  Stock  Issued  at  Discount  or  Redeemed  at  Premium.    As 

has  been  pointed  out  (pars.  118,  165),  any  discount  upon  the  issue  of 
capital  stock  or  expenses  incurred  in  selling  such  stock  or  raising  the 
capital  is  entirely  a  reduction  of  capital  and  may  not  be  deducted  from 
the  income  of  any  year,  by  prorating  or  otherwise.  Similarly,  the  re- 
demption of  capital  stock  at  a  premium  does  not  constitute  a  deductible 
loss.  The  preferred  stock  of  a  corporation  is  in  many  cases  redeemable 
at  a  premium,  say  105.  In  case  such  stock  has  been  issued  at  par,  its 
redemption  would  reduce  the  surplus  of  the  corporation,  but  because  the 
transaction  is  entirely  a  reduction  of  capital  and  does  not  affect  the 
income,  the  loss  incurred  may  not  be  deducted. 

5.    Depreciation. 

182.  Physical  Exhaustion  of  Property.  The  law  permits  the  deduc- 
tion of  "a  reasonable  allowance  for  the  exhaustion,  wear  and  tear  of 
property  used  in  the  trade  or  business."  This  deduction  must  be  made 
as  a  separate  item  of  the  Eeturn,  and  must  be  explained  according  to 
the  instructions  on  the  Eeturn  by  showing  separately  for  each  class  of 
property  its  character,  cost  or  value  on  March  1,  1913,  estimated  life, 
depreciation  charged  for  the  taxable  year,  and  total  depreciation  charged 
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for  all  prior  years.    It  reprcBents  an  actual  physical  loss,  whieh  ean  not 

be  escaped  or  diminished  by  bookeeping,  so  that  it  is  not  necessary 
that  there  be  any  reserve  fund  created  or  maintained.  The  allowance 
is  not  deductible  for  tax  purposes,  however,  unless  it  is  charged  off  on 
the  books  of  the  business.  The  particular  manner  in  which  it  is  charged 
off  is  not  material,  provided  that  it  constitutes  a  reduction  of  the  book 
value  of  the  property  as  shown  by  the  balance  sheet.  The  books  and 
the  Eeturn  should  separately  show  the  amount  of  the  allowance  vdth 
respect  to  specific  items  of  property  or  groups  of  property,  the  groups 
having  been  made  so  that  the  same  factors  of  depreciation  will  apply 
to  all  items  within  the  groups.  The  taxpayer  is  required  to  keep  records 
of  the  cost  of  the  depreciable  property,  amounts  previously  charged  off, 
and  all  other  facts  affecting  the  amount  of  the  allowance;  the  absence 
of  records  necessary  to  permit  investigation  and  verification  of  the 
reasonableness  of  the  allowance  may  require  the  disallowance  of  any 
deduction. 

183  Obsolescence.  The  present  statute  expressly  permits  the  deduc- 
tion for  depreciation  to  include  a  reasonable  allowance  for  the  ob- 
solescence of  property,  which  means  the  decline  in  the  value  of  prop- 
erty by  reason  of  its  going  out  of  tise.  It  will  apply  to  all  property  of 
which  the  value  is  known  to  be  disappearing  because  of  progress  and 
new  inventions  in  the  industry,  changes  in  styles  and  social  conditions, 
growth  of  the  business,  and  other  circumstances  depending  on  the  mere 
passage  of  time  rather  than  on  physical  exhaustion.  The  allowance  is 
included  in  a  single  deduction  which  covers  also  the  physical  exhaustion, 
but  it  represents  a  distinct  and  different  loss.  It  implies  an  estimate 
of  the  length  of  time  in  which  the  property  will  become  out  of  date, 
so  that  it  will  have  to  be  discarded  or  replaced  with  more  modern  prop- 
erty, and  an  annual  charge  against  income  to  provide  for  this  antici- 
pated loss.  It  is  required  that  the  period  of  usefulness  may  be  estimated 
from  experience  with  reasonable  certainty  and  accuracy.  This  allow- 
ance is  peculiarly  adapted  to  charging  off  the  capital  invested  in  designs, 
patterns,  models,  and  similar  assets.  The  deduction  for  Amortization 
(par.  193)  provides  for  the  special  obsolescence  in  war  industries.  Fur- 
thermore, if  property  is  found  to  be  obsolete  and  worthless  before  its 
cost  has  been  returned  or  set  aside  by  means  of  the  depreciation  and 
obsolescence  allowance,  the  remaining  cost  may  be  at  that  time  deducted 
from  the  current  income  as  a  loss,  as  explained  in  pars.  176,  177. 

184.  Shrinkage  in  Value.  Mere  shrinkage  in  value,  not  the  result 
of  physical  exhaustion  or  anticipated  obsolescence,  is  not  depreciation 
and  is  not  deductible  xmder  this  heading.  For  instance,  stock  and  bonds, 
accounts  receivable,  and  unimproved  real  estate,  cannot  be  the  basis 
for  any  depreciation  allowance.  No  allowance  for  the  exhaustion  or 
reduction  of  the  fertility  of  farm  land  has  been  recognized. 

185.  Applies  Only  to  Business  Property.  Depreciation  is  deductible 
only  in  connection  with  property  used  in  the  trade  or  business  and  there- 
fore individuals  are  not  allowed  to  deduct  the  depreciation  sustained 
by  property  for  personal  use,  such  as  a  pleasure  automobile  or  a  dwell- 
ing house.  The  owner  of  property  which  is  rented  to  others  as  a  source 
of  income  may  deduct  the  depreciation  of  such  property.  Where  the 
dwelling  is  partly  used  for  business,  as  where  a  physician  has  his  only 
office  in  bis  home  or  where  the  owner  of  an  apartment  building  occupies 


100 


INCOME  AND  PROFITS  TAXES  77 

part  and  rents  part,  the  appropriate  portion   of  the  total  depreciation 
may  be  deducted. 

186.  Detennination  of  the  Allowance.  The  nature  and  purpose  of 
the  allowance  for  depreciation  is  to  properly  charge  against  and  appro- 
priate from  the  apparent  income,  what  is  really  payment  for  the  exhaus- 
tion or  disappearance  of  capital,  so  that  worn  out  property  may  be 
replaced  without  additional  investment  by  the  owner  and  the  original 
investment  may  be  returned  unimpaired  to  the  owner  when  the  busi- 
ness is  liquidated.  It  is  thus  obvious  that  the  depreciation  allowance 
has  been  excessive  where  it  results  in  extinguishing  the  entire  cost  of 
property  which  remains  valuable  and  continues  in  use  in  the  business, 
and  equally  obvious  that  the  allowance  is  deficient  if  the  property  is 
actually  worthless  before  the  cost  has  been  charged  off  by  the  deprecia- 
tion allowance.  Although  the  loss  is  actual,  nevertheless  the  measure 
of  it  is  necessarily  a  matter  of  estimate  and  is  governed  by  the  rules 
explained  below.  The  allowance  is  based  upon  two  factors  (a)  a  capital 
sum  which  is  to  be  charged  off  by  means  of  the  allowance  and  (b)  a  rate 
or  method  for  assigning  to  the  taxable  year  the  proper  portion  of  this 
capital  sum. 

187.  Basic  Capital  Sum.  The  capital  sum  is  the  excess  of  the  actual 
cost  of  property  acquired  after  March  1,  1913,  over  its  salvage  value,  if 
any,  when  worn  out  or  discarded.  Where  property  was  acquired  prior 
to  March  1,  1913,  its  value  as  of  that  date,  together  with  amounts  sub- 
sequently expended  and  not  otherwise  charged  off,  may  be  used  as  the 
basis  for  the  deduction,  but  it  will  be  presumed,  in  the  absence  of  proof  to 
the  contrary,  that  such  value  is  the  original  cost  less  depreciation  sus- 
tained up  to  that  date.  It  is  not  permissible  to  charge  off  by  this  de- 
duction any  appreciation  in  value  occurring  after  March  1,  1913,  nor 
any  value  developed  or  built  up  in  the  business  since  that  date.  After 
the  allowable  capital  sum  has  been  once  determined,  it  may  be  in- 
creased only  by  reason  of  additional  investment.  The  amount  of  any 
definite  loss  or  damage  sustained  by  the  property  from  time  to  time 
should  be  deducted  from  the  capital  sum  and  excluded  in  computing  sub- 
sequent depreciation  allowances.  Where  property  of  various  kinds  is 
acquired  in  one  parcel  for  a  lump  sum,  a  separation  for  purpose  of  com- 
puting the  depreciation  allowance  should  be  made  on  the  basis  of  value, 
estimated  as  closely  as  possible. 

188.  Method  of  Apportioning.  The  allowable  capital  sum  should  be 
charged  against  income  either  in  equal  annual  installments  during  the 
estimated  useful  life  of  the  property  or  in  accordance  with  some  other 
recognized  practice;  for  example,  on  the  basis  of  the  number  of  units 
of  production  during  the  year.  Although  property  does  not  wear  out 
to  exactly  the  same  extent  every  year,  the  best  practice  and  the  regula- 
tions of  the  Treasury  Department  sanction  the  use  of  a  fixed  rate  of 
allowance,  to  be  the  same  in  every  year,  determined  by  dividing  the 
original  cost  of  the  property  (or  its  value  on  March  1,  1913)  less  its 
estimated  value,  if  any,  when  worn  out  or  discarded,  over  the  estimated 
number  of  years  for  which  it  will  probably  be  of  service.  If  the  prop- 
erty continues  in  use  after  its  cost  has  been  charged  off,  no  further 
depreciation  may  then  be  claimed.  If  the  property  is  actually  discarded 
before  the  end  of  the  estimated  life,  that  part  of  the  cost  remaining 
unextinguished  after  properly  allowing  for  depreciation,  may  then  be 
deducted  as  a  loss.    In  general,  an  allowance  on  this  basis  will  represent 
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the  amount  of  loss  which  has  accrued  during  the  year,  so  that  the  net 
book  value  will  be  representative  of  the  actual  value  of  the  property; 
where,  for  special  reasons,  this  is  not  the  case,  a  greater  or  smaller  allow- 
ance may  be  deducted  in  order  to  represent  the  decline  in  value  actually 
sustained  during  the  taxable  year.  The  fact  that  no  deduction,  or  an 
insufficient  deduction,  was  made  in  prior  years  does  not  warrant  any 
greater  deduction  in  any  current  year.  If  the  allowance  is  excessive  in 
any  year,  the  income  of  that  year  is  unduly  reduced  and  the  Return  is 
incorrect.  If  the  allowance  is  insufficient,  the  profits  of  the  business 
are  illusory  rather  than  real,  and  the  surplus  which  is  included  in  the 
invested  capital  must  be  reduced  by  deducting  a  proper  allowance  for 
the  depreciation  and  obsolescence  which  has  actually  occurred,  but  which 
has  not  been  recognized  on  the  books.  In  making  the  estimate  of  prob- 
able life,  it  is  not  required  that  the  actual  collapse  of  a  building  or  dis- 
integration of  a  machine  should  be  contemplated,  but  that  there  must 
be  an  estimate  of  the  number  of  years  for  which  the  property  will  remain 
suitable  for  the  purposes  for  which  it  was  acquired,  with  proper  allow- 
ance for  the  estimated  salvage  value  at  the  end  of  that  time.  The  esti- 
mate should  assume  that  the  property  will  be  maintained  in  good  repair 
during  the  period.  Ordinarily,  the  method  of  distribution  once  adopted 
should  not  be  changed,  but  if  at  any  time  it  appears  that  the  original 
estimate  of  probable  life  w^as  not  correct,  a  new  estimate  may  be  made 
and  a  different  rate  may  be  used  thereafter. 

189.  Rates  of  Depreciation.  The  Treasury  Department  has  refused 
to  announce  or  approve  any  fixed  rates  of  depreciation,  properly  holding 
that  the  rate  must  in  each  case  depend  upon  the  circumstances  of  the 
particular  ease,  including  not  only  the  nature  of  the  property,  but  also 
its  age  »and  condition  when  acquired,  the  character  of  its  use,  and 
the  extent  to  which  it  is  maintained.  The  following  rates,  however,  are 
suggestive  of  the  proper  allowance  for  physical  exhaustion,  not  includ- 
ing obsolescence,  under  average  conditions;  frame  building  4%-10%; 
brick  buildings,  2%-3%;  brick-and-steel  buildings,  2%;  reinforced  con- 
crete and  stone  buildings,  l%-2%;  automobiles,  motor  trucks,  and  farm 
tractors,  10%-25%;  horses  and  wagons,  15%-25%;  light  or  rapidly  operat- 
ing machinery,  20%-30%;  heavy  machinery,  5%-10%;  boilers,  steam  pip- 
ing, engines,  heating  and  ventilating  systems,  turbines,  generators,  wire, 
motors,  batteries,  mine  and  mill  equipment,  5%-10%;  patterns  and  tools, 
20%-25%;  office  furniture  and  books,  20%.  Where  machinery  is  run 
overtime,  the  depreciation  is  greater  than  where  the  equipment  is  used 
only  during  the  regular  working  hours.  The  same  automobile  which 
would  last  four  or  five  years  in  one  business  or  in  one  city  may  have  a 
probable  life  of  only  two  years  in  another  business  where  it  is  given 
harder  usage,  or  in  another  locality  where  roads  are  not  so  good.  Again, 
a  rate  which  might  be  too  high  under  ordinary  conditions  is  made  neces- 
sary because  of  adverse  climatic  conditions.  These  examples  illustrate 
the  general  rule  that  all  of  the  facts  involved  must  be  taken  into 
consideration. 

190.  Relation  to  Repairs.  The  depreciation  allowance  should  be  de- 
termined upon  the  assumption  that  the  property  will  be  kept  in  reason- 
able repair.  The  amount  of  repairs  and  replacements,  of  course,  affects 
the  extent  of  the  physical  exhaustion,  and  it  is  moreover  conceivable 
that  property  may  be  maintained  to  such  an  extent  that  there  is  no 
depreciation.     In  such  a  case  the  cost  of  repair  and  replacement  might 
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properly  be  charged  to  expense  aud  then  no  deduction  for  the  deprecia- 
tion would  be  allowable  or,  on  the  other  hand,  the  cost  of  new  parts 
might  be  charged  against  the  existing  depreciation  reserve,  in  which 
event  the  usual  allowance  should  be  deducted.  If  according  to  the  ac- 
counting methods  in  use  in  a  business,  all  expenditures  which  partake  of 
the  nature  of  replacements  are  charged  to  the  property  account,  there  is 
an  increasing  investment  which  must  be  extinguished  when  the  property 
is  exhausted,  and  the  provision  for  depreciation  should  be  sufficient  to 
have  fully  charged  off  the  book  value  of  the  parts  which  are  re- 
placed. This  makes  a  larger  allowance  necessary.  On  the  other  hand, 
if  expenditures  of  this  kind  are  charged  against  income  when  they  are 
incurred,  the  depreciation  allowance  can  be  smaller,  as  the  original  cost 
need  not  be  extinguished  until  the  end  of  the  combined  life  of  the  orig- 
inal property  or  parts  and  also  the  replacements.  Thus,  the  practice  in 
charging  repairs  and  replacements  is  one  factor  in  the  determination 
of  the  depreciation  charge.  The  proper  purpose  of  the  depreciation, 
allowance,  however,  is  to  cover  the  decline  which  occurs  in  spite  of 
the  proper  maintenance  of  property  and  it  therefore  does  not  conflict 
with  the  deduction  of  such  maintenance  as  is  properly  chargeable  to 
expense.  On  the  other  hand,  if  the  exhaustion  of  property  has  been 
the  subject  of  an  allowance  for  depreciation  in  a  previous  year,  the 
expense  for  making  good  such  exhaustion,  even  though  it  might  ordi- 
narily be  considered  current  maintenance,  must  be  charged  against  the 
reserve  or  previous  allowance  for  depreciation  and  cannot  be  deducted 
from  the  current  net  income.  Since  the  theory  of  the  depreciation 
allowance  is  that  at  the  end  of  the  estimated  life  the  owner  will  have 
no  property  but  Avill  have  its  value  set  aside,  he  is  not  entitled  to 
deduct  from  his  income  the  cost  of  replacing  the  property  for  which 
the  investment  has  already  been  set  aside,  nor  may  he  deduct  any  allow- 
ance for  exhaustion  which  is  in  fact  made  good  out  of  income.  He  is 
not  entitled  to  end  the  period  of  estimated  life  with  both  the  value 
of  the  property  and  the  property  itself,  without  having  paid  income  tax 
upon  his  gain. 

191.  Depreciation  of  Patents.  The  disappearing  value  of  a  patent  may 
be  accounted  for  by  the  deduction  of  depreciation.  The  value  on  March 
1,  1913,  or  if  subsequently  acquired,  the  actual  cost,  either  the  price  paid 
for  an  assignment  or  the  cost  of  securing  the  patent  from  the  govern- 
ment, making  models  and  drawings,  etc.,  should  be  pro-rated  over  the 
seventeen  years  of  the  life  of  the  patent  and  1/17  deducted  in  each  year. 
If  it  was  purchased  when  only  part  of  the  full  term  remained,  the  price 
then  paid  should  be  pro-rated  by  the  purchaser  over  the  number  of  years 
of  remaining  life.  If  the  cost  of  obtaining  a  patent  was  charged  against 
the  income  of  the  year  when  the  patent  was  obtained,  no  depreciation 
deduction  is  allowable.  Since  the  value  of  a  patent  does  not  always 
disappear,  but  may  become  merged  with  a  good  will  value  or  may  be 
increased  and  continued  by  reason  of  improvements,  the  deduction  for 
the  depreciation  of  a  patent  is  optional  to  the  taxpayer,  and  if  there  has 
been  no  actual  disappearance  of  value,  no  reduction  of  surplus  is  required. 

192,  Depreciation  of  Other  Intangibles.  A  deduction  may  be  made 
for  the  obsolescence  of  franchises,  licenses,  secret  formulae  and  processes, 
trade  marks  and  brands,  good  will,  and  other  intangible  property,  where 
the  use  of  sueh  property  in  the  trade  or  business  is  definitely  limited  in 
uuratiou.     Such  property  must,  however,  represent  a  recoverable  invest- 
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nient  of  capital.  For  example,  the  value  of  the  good  will  of  a  business 
on  March  1,  1913,  may  be  used  as  the  basis  of  the  depreciation  allowance, 
provided  that  the  good  wUl  be  valuable  in  the  business  only  for  a  lim- 
ited period  of  a  definite  length,  whether  the  good  will  was  purchased  or 
developed  and  whether  or  not  it  is  carried  as  an  asset  on  the  books  of  the 
business.  But  the  basis  of  the  allowance  for  such  intangibles  or  additions 
thereto,  acquired  after  March  1,  1913,  may  include  only  the  actual  cost 
upon  purchase  for  value  or  the  total  amount  expended  specifically  for 
the  development  thereof  and  not  charged  to  expense.  Not  only  must 
there  be  a  recoverable  capital  investment,  but  the  deduction  will  be 
allowed  only  where  it  is  shown  that  the  intangible  asset  is  known  from 
experience  to  be  of  value  in  the  business  for  only  a  limited  period  and 
that  the  length  of  such  period  can  be  estimated  from  experience  with 
reasonable  certainty  and  accuracy.  A  mere  guess  with  respect  to  a  fu- 
ture disappearance  of  value  or  with  respect  to  the  time  when  such  dis- 
appearance will  occur  will  not  be  sufiieient  to  sustain  the  deduction,  even 
in  a  case  where,  as  a  matter  of  good  accounting  practice,  the  assets 
should  be  charged  off  on  the  books.  As  with  tangible  property,  the  al- 
lowance for  one  year  cannot  be  increased  because  no  allowance  was  taken 
in  prior  years,  whether  or  not  then  recognized  on  the  books  or  for  In- 
come Tax  purposes. 

6.    Amortization  of  War  Plants. 

193.  Anticipated  Decline  in  Value  Deductible.  A  special  deduction 
is  provided  for,  in  recognition  of  the  losses  which  will  be  sustained  by 
reason  of  peace  readjustment  and  the  shrinkage  in  value  of  property 
acquired  at  high  prices  for  war  industry.  It  is  limited  to  buildings, 
machinerj'^,  equipment,  or  other  facilities  which  have  been  constructed  or 
acquired,  on  or  after  April  6,  1917,  for  the  production  of  articles  contrib- 
uting to  the  prosecution  of  the  present  war,  and  to  vessels  constructed 
or  acquired  on  or  after  such  date  for  the  transportation  of  articles  or 
men  contributing  to  the  present  war.  The  Eegulations  do  not  describe 
the  articles  which  will  be  recognized  as  contributing  to  the  prosecution  of 
the  war,  but  proof  must  be  furnished  to  show  that  the  plant  was  used  in 
such  production  or  acquired  for  that  purpose.  The  anticipated  loss  upon 
such  property  may  be  charged  off  from  the  taxable  income  before  it  has 
occurred  by  deducting  an  estimated  amount  from  the  net  income  of  the 
taxable  year  1918  and  subsequent  years.  The  deduction  will  be  allowed 
only  if  the  amount  claimed  is  properly  charged  on  the  books  and  re- 
fleeted  in  all  financial  statements.  Failure  to  deduct  this  allowance  for 
any  part  of  the  period  will  not  justify  an  increase  in  the  deduction  for 
any  other  part  of  the  period.  Probably,  also,  the  amount  properly  de- 
ductible but  not  deducted  must  be  excluded  from  the  accrued  obsoles- 
cence or  other  loss  claimed  when  the  property  is  sold  or  permanently  dis- 
carded. Therefore,  any  Return  which  is  incorrect  because  of  failure  to 
deduct  this  allowance  should  be  amended. 

194.  Determination  of  the  Allowance.  Tlie  amount  to  be  deducted 
by  means  of  the  amortization  allowance  is  the  excess  of  cost  over  the 
maximum  value  of  the  property  (either  for  sale  or  for  use  as  a  part  of  a 
going  business)  under  stable  post-war  conditions.  It  is  limited  to  the 
amount  actually  invested  by  the  taxpayer  after  this  country  entered  the 
war,  with  allowance  for  the  amount  of  cost  which  has  been  returned  from 
income  through  the  normal  depreciation  charge,  which  is  distinct  from 
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the  amortization  allowance.  The  recoverable  amount  must  be  in  sume 
way  apportioned  over  the  period  during  which  the  amortization  is  al- 
lowable, which  will  presumably  be  the  period  from  January  1,  1918,  or 
the  date  of  subsequent  acquisition  of  the  property,  to  the  time  when 
stable  post-war  conditions  are  established,  either  with  reference  to  the 
particular  property  in  question  or  in  general  for  all  property  subject  to 
this  allowance.  Neither  the  amount  to  be  charged  off  nor  the  length  of 
the  period  will  be  finally  determined  until  the  examination,  made  within 
three  years  after  the  end  of  the  war,  as  explained  in  a  following  para- 
graph, but  they  must  be  tentatively  established  for  the  purpose  of  pre- 
paring Returns.  The  basis  or  method  of  prorating  the  amount  over  this 
period  also  remains  to  be  fixed.  The  Regulations  provide,  but  only  for 
the  preliminary  and  tentative  use  on  Returns  to  be  made  during  the  year 
1919,  that  the  amortization  period  begins  on  January  1,  1918,  and  ends 
on  the  date  when  the  property  is  sold  or  permanently  discarded,  if  during 
the  year  1919,  and  in  April,  1919,  for  other  property.  The  date  in  April, 
whether  the  first  or  last  of  the  month,  is  not  stated.  It  is  further  pro- 
vided that  the  amount  to  be  deducted  shall  be  apportioned  over  this 
period  on  the  basis  of  relative  net  income.  According  to  the  Regula- 
tions, the  tentative  allow^ance  used  on  Returns  made  in  1919  shall  in  no 
case  exceed  25%  of  the  cost  of  the  property.  The  Regulations  were 
changed  several  times  during  1919  and  different  requirements  may  be 
made  for  Returns  filed  during  the  year  1920.  The  amortization  allow- 
ance covers  the  entire  decline  in  value  during  the  amortization  period, 
and  no  allowance  for  depreciation  during  that  period  may  be  deducted. 
Decisions  made  by  other  departments  of  the  Government,  for  example, 
awards  for  amortization  under  government  contracts,  will  not  establish 
the  basis  to  be  used  for  Income  Tax  purposes;  any  amount  received  upon 
such  an  award  must  be  returned  as  gross  income  and  the  deduction  must 
be  determined  according  to  the  Regulations. 

195.  Illustrative  Case.  The  Newton  Button  Co.  in  December,  1917, 
invested  $5,000  in  special  machines  and  additions  to  its  equipment  for 
the  purpose  of  making  certain  machine-gun  parts.  This  property  re- 
mained in  use  until  May  3,  1919.  At  that  time,  it  would  have  brought 
$1,500  upon  a  sale,  but  with  an  additional  investment  of  $2,000,  it  was 
converted  into  machines  estimated  to  be  normally  worth  $3,000  to  the 
Newton  Button  Co.  The  total  loss  was  therefore  figured  at  $4,000,  but 
since  it  would  have  been  only  $3,500  if  the  property  had  been  sold,  not 
more  than  $3,500  may  be  amortized.  If  the  property  could  not  have 
been  sold  for  as  much  as  $1,000,  the  basis  of  the  amortization  allowance 
would  have  been  its  reasonable  value  to  the  company.  The  date  when 
the  normal  value  is  attained  is  not  material  for  the  tentative  allowance 
claimed  on  the  return,  which  is  based  on  the  net  income  for  t^e  period 
ending  April,  1919.  The  net  income  was  $80,000  during  1918,  and  is 
estimated  at  $60,000  for  the  first  four  months  of  1919.  Therefore,  four- 
sevenths  of  the  amount  to  be  charged  off,  or  $2,000,  would  be  deducted  on 
the  Return  for  1918,  and  three-sevenths,  or  $1,500,  would  be  deducted  on 
the  Return  for  1919.  But  $2,000  exceeds  25%  of  the  cost,  so  $1,250  is 
tentatively  the  maximum  amount  deductible  for  1918.  Whether  this  lim- 
itation will  also  apply  in  1919  depends  upon  the  Regulations  to  be  issued, 
probably  as  a  part  of  the  instructions  on  the  Return.  For  both  years, 
the  Returns  are  subject  to  revision  upon  the  final  examination,  explained 
in  the  next  paragraph,  when  the  tentative  allowance  may  be  either  in- 
creased or  reduced. 
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196.  Adjustment  After  Actual  Loss  is  Established.  At  any  time 
within  three  years  after  the  end  of  the  war,  as  proclaimed  by  the  Presi- 
dent, the  Commissioner  of  Internal  Revenue  may  of  his  own  initiative 
have  the  property  appraised  or  receive  other  evidence  of  the  actual 
shrinkage  in  value,  to  determine  whether  the  allowance  was  correct.  If 
not,  the  Returns  for  the  years  affected  shall  be  revised  and  the  taxes  re- 
determined, any  excess  being  refunded  and  any  deficiency  being  collected. 
During  the  same  period,  the  adjustment  must  be  made  upon  request  of  the 
taxpayer.  Thus  the  Newton  Button  Company,  in  the  Illustrative  Case 
above,  may  find  itself  unable  to  profitably  use  the  property  and  may  sell 
it  for  $500  in  1920.  Instead  of  charging  off  the  remaining  loss  in  1920, 
when  the  rate  of  tax  is  lower,  the  company  may  apply  for  an  adjustment 
of  its  1918  and  1919  returns  and  receive  credit  for  this  loss  against  the 
income  to  which  the  high  Profits  Tax  applied.  Or  the  Commissioner  may 
in  1922  have  the  property  appraised  as  of  the  end  of  the  war.  If  it 
should  then  be  found  that  its  fair  value  was  $2,500  instead  of  $1,500,  at 
which  it  was  estimated,  the  additional  $1,000  will  be  added  to  the  1918 
and  1919  income  of  the  company  and  the  appropriate  Income  and  Profits 
Tax  will  be  assessed.  If  the  loss  has  been  estimated  fairly  and  in  good 
faith  no  penalties  will  be  imposed,  but  any  attempt  to  evade  the  tax  will 
be  punishable  by  all  the  fines  and  penalties  for  false  Returns. 

7.    Depletion  of  Natural  Resources. 

197.  Allowance   for  Mines,    Oil  and   Gas   Wells,   Timber,   Etc.     In 

view  of  the  special  character  of  the  income  realized  by  the  conversion  of 
natural  resources,  the  law  contains  special  provisions  for  deducting  from 
the  gross  income  an  allowance  for  returning  the  investment  which  is  ex- 
hausted by  the  operations.  In  such  a  case  the  entire  price  realized  for 
the  product  is  not  income  but  represents  in  part  the  capital  originally 
invested  in  the  property  in  its  natural  state  and  only  in  part  the  pro- 
ductive operation.  It  is  first  necessary  to  estimate  the  quantity  of 
mineral  or  standing  timber  as  of  March  1,  1913,  or  when  subsequently 
acquired.  The  value  on  March  1,  1913,  of  jjroperty  then  owned  or 
the  exact  cost  of  property  subsequently'  acquired  must  then  be  divided 
over  the  total  quantity,  thus  fixing  the  amount  of  capital  invested  in 
each  unit.  Cost  may  include  cost  of  development  not  otherwise  de- 
ducted, but  must  not  include  the  cost  of  physical  property  upon  which 
depreciation  may  be  claimed  nor  the  cost  of  any  other  property  except 
the  natural  resources.  The  law  further  provides  that  where  mines  or 
oil  wells  or  gas  wells  were  discovered  by  the  taxpayers  after  March  1, 
1913,  the  depletion  allowance  may  be  based  upon  the  fair  value  of  the 
property  within  thirty  days  after  the  discovery  of  the  natural  deposit, 
rather  than  upon  the  cost  to  the  taxpayer,  provided  that  such  value  is 
materially  disproportionate  to  the  cost.  The  cost  thus  fixed  may  be 
charged  for  each  unit  removed  during  the  taxable  year.  The  amount 
of  cost  or  value  at  a  specified  date  may  not  be  changed  after  it  has  once 
been  established,  but  may  be  increased  by  additional  capital  investment 
in  the  same  property.  Where  the  original  estimate  of  quantity  is  later 
found  to  be  incorrect,  a  new  estimate  may  be  made,  but  otherwise  no 
change  in  the  number  of  units  used  to  determine  the  allowance  is  per- 
mitted. Ordinarily,  the  amount  of  unit  allowance  once  fixed  must  be 
adhered  to  in  all  future  years.  The  amount  of  the  investment  and  the 
amount  charged  in  each  year  must  be  carried  by  the  taxpayer  in  appro- 
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priate  ledger  accounts  and  when  the  original  investment  has  been  ex- 
tinguished, no  further  deduction  will  be  allowed  but  the  entire  price  re- 
ceived will  be  income.  In  the  case  of  oil  wells  or  gas  wells,  if  the  quan- 
tity can  not  be  determined  with  any  degree  of  certainty,  the  allowance 
may  be  computed  on  the  basis  of  reduction  in  flow  and  production,  reduc- 
ing the  investment  by  the  same  percentage  as  the  annual  production  is 
reduced.  Amounts  invested  by  lessees,  in  addition  to  royalties  and  other 
deductible  items,  may  be  extinguished  upon  the  sam.e  plan.  Because  the 
equipment  and  other  physical  property  used  in  mines,  oil  wells,  and  tim- 
ber tracts,  will  ordinarily  lose  its  value  in  the  business  at  the  time  when 
the  natural  resources  are  exhausted,  it  is  usually  permissible  to  compute 
the  allowance  for  the  depreciation  of  such  propei'ty  upon  the  basis  used 
to  compute  the  depletion  allowance. 


8.    Contribution  to  Charities. 

198.  Certain  Donations  Deductible.  Contributions  or  gifts,  made 
within  the  year  covered  by  the  Return,  to  certain  classes  of  charitable 
organizations,  may  be  deducted  by  an  individual  to  an  amount  not  in 
excess  of  15%  of  his  net  income  as  computed  without  the  benefit  of  this 
deduction.  This  deduction  is  not  allowed  to  corporations  or  partnerships. 
The  members  of  partnerships  and  personal  service  corporations,  in  com- 
puting their  net  income,  may  individually  take  credit  for  their  proportion 
of  such  gifts  made  by  the  firm.  The  contributions  may  be  deducted  only 
if  made  to  corporations  or  associations  organized  and  operated  exclusively 
for  religious,  charitable,  scientific,  or  educational  purposes,  or  to  societies 
for  the  prevention  of  cruelty  to  children  and  animals,  no  part  of  the  net 
income  of  which  inures  to  the  benefit  of  any  private  stockholder  or  in- 
dividual, or  to  the  special  fund  authorized  by  Congress  for  Vocational 
Rehabilitation.  The  Return  must  state  the  name  and  address  of  eacli 
organization  to  which  a  gift  was  made  and  the  approximate  date  and  the 
amount  of  the  gift  in  each  case.  Where  a  gift  consists  of  property 
other  than  money,  the  basis  for  the  deduction  shall  be  the  fair  market 
value  of  the  property  at  the  time  given.  Where  services  are  donated, 
the  fair  value  niaj^  be  deducted  only  if  the  same  amount  is  reported  as 
income.  Gifts  made  to  individuals  are  not  deductible,  but  if  made  to  an 
organization  of  the  kind  described,  remain  deductible  even  though  the 
organization  distributes  its  funds  among  individual  beneficiaries.  A 
gift  to  a  city  for  park  purposes  is  not  an  allowable  deduction.  It  should 
be  noted  that  the  allowance  covers  donations  to  associations,  and  not 
only  to  chartered  corporations.  This  does  not  include  a  trust,  under 
which  the  trust  property  is  used  for  religious  or  charitable  purposes. 
Donations  to  an  organized  church  for  any  activities  in  furtherance  of 
religion  are  deductible.  A  gift  to  a  common  agency  which  is  collecting 
on  behalf  of  several  corporations  or  associations  is  treated  as  though 
made  directly  to  those  corporations  or  associations.  For  the  interpreta- 
tion of  the  description  of  corporations  for  religious  or  educational  pur- 
poses, see  par,  36,  In  computing  the  net  income  of  an  estate  or  trust 
there  may  be  deducted  not  only  the  amount  actually  donated  as  above, 
but  all  amounts  which  pursuant  to  the  will  or  deed  creating  the  trust, 
during  the  taxable  year  have  been  paid  to  or  permanently  set  aside  for 
a  corporation  such  as  above  described  or  for  the  United  States,  a  state, 
or  a  political  subdivi^on. 
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PART  4.     RETURNS  AND  PAYMENT  OF  TAX 

200.  Time  for  Filing  Beturns.  Returns  of  individuals  and  corporations 
must  be  filed  on  or  before  March  15  of  each  year,  or  the  fifteenth  day  of  the 
third  month  following  the  close  of  the  fiscal  year  where  made  on  the  basis  of 
a  fiscal  year.  If  the  last  day  for  filing  the  Return  falls  upon  a  Sunday  or  legal 
holiday,  the  Return  is  in  time  if  it  is  filed  on  the  next  day.  Where  more  time 
is  actually  required,  because  of  sickness  or  absence,  but  not  for  other  causes, 
the  collector  of  internal  revenue  may  grant  one  extension  of  not  to  exceed 
thirty  days,  upon  written  application  therefor,  made  before  the  Return  is  due. 
As  a  condition  of  granting  such  an  extension,  the  collector  may  require  the 
submission  of  a  tentative  Return  (Form  1031-T  for  corporations  and  Form 
1040-T  for  individuals),  an  estimate  of  the  tax,  and  the  payment  of  one-fourth 
of  the  estimated  amount.  The  Commissioner  may  allow  an  extension  of  not 
more  than  six  months  whenever,  in  his  judgment,  good  cause  exists,  and  for 
an  unlimited  time  in  the  case  of  taxpayers  who  are  abroad.  When  a  complete 
Return  can  not  be  made  at  the  end  of  the  extended  period,  a  Return  as  com- 
plete as  possible  and  giving  a  ground  for  the  assessment  of  tax,  must  be  sub- 
mitted, with  a  complete  statement  of  the  facts,  and  the  Commissioner  will 
take  such  further  action  as  he  deems  warranted.  As  soon  thereafter  as  pos- 
sible, a  complete  and  correct  Return  should  be  filed.  Upon  the  termination  of 
any  trust,  or  upon  the  death  of  a  taxpayer  or  upon  the  dissolution  of  a  cor- 
poration, a  Return  for  the  portion  of  the  taxable  year  should  be  filed  as  soon 
as  possible. 

201.  Penalties  for  Delinquency  in  Filing.  If  the  Return  is  not  filed  in 
time,  the  taxpayer  is  subject  to  a  penalty  of  $1,000  and,  unless  it  is  shown  that 
the  delay  was  due  to  a  reasonable  cause  and  not  wilful  neglect  or  mere  over- 
sight, to  a  further  penalty  of  25%  of  the  amount  of  the  tax.  The  consequent 
delay  in  paying  the  first  or  subsequent  installments  is  also  subject  to  penalty. 

202.  Filing  by  Mail.  The  Return  may  be  mailed  to  the  collector,  and  will 
be  considered  as  on  time  if  it  is  placed  in  the  mails,  properly  addressed  and 
postage  paid,  early  enough  so  that  it  would,  in  due  course  of  mail,  reach  the 
collector  within  the  required  time.  The  Return  is  not  filed  in  time  merely 
because  it  is  deposited  in  the  mails  on  the  day  that  it  should  be  filed. 

203.  Place  of  Filing.  The  Return  of  an  individual  should  be  filed  where 
such  person  resides  or  has  his  principal  place  of  business.  The  Return  of  a 
corporation  should  be  filed  in  the  office  of  the  collector  of  internal  revenue  for 
the  district  in  which  is  located  the  principal  office  of  the  corporation,  where 
are  kept  its  books  of  account  and  other  data  from  which  the  Return  is  pre- 
pared. 

204.  Return  Made  by  Agent.  When  the  person  required  to  make  a  Return 
is  unable  to  do  so  because  of  illness,  minority,  insanity,  absence,  or  non-resi- 
dence, it  must  be  done  by  an  agent  having  sufficient  knowledge  of  the  affairs 
and  property  of  the  taxpayer  to  enable  him  to  make  a  complete  and  true  Re- 
turn. A  person  acting  under  a  power  of  attorney  in  the  management  of  prop- 
erty is  not  obligated  to  make  a  Return,  nor  will  a  Return  by  any  agent,  where 
there  is  no  inability  on  the  part  of  the  principal,  discharge  the  legal  liability 
of  the  principal. 

205.  Understatement  and  False  Returns:  Penalties.  The  collector  may  re- 
quire any  taxpayer  to  produce  evidence  in  support  of  his  Return  and  to  sub- 
mit to  examination  with  reference  to  all  items  in  it,  and  may  increase  amounts 
which  he  finds  to  be  understated.  An  appeal  may  be  taken  to  the  Commis- 
sioner of  Internal  Revenue  if  the  taxpayer  objects  to  such  an  increase.  All 
Returns  are  checked  and  audited  in  the  office  of  the  Commissioner  at  Wash- 
ington. The  Treasury  Department  also  employs  a  large  number  of  investigat- 
ing agents  with  iiuthority  to  examine  the  books  of  taxpayers  to  discover 
errors,  omissions,  and  evasions  in  Returns.  These  agents  report  not  to  the 
local  collector  but  to  the  Commissioner,  who  will  assess  any  additional  taxes. 
See  also  par,  210.  Except  where  the  Return  was  false  or  fraudulent,  such 
assessment  must  be  made  within  five  years  from  the  date  when  the  Return 
was  due  or  was  made.  If  the  facts  given  on  the  Return  show  a  tax  liability 
greater  than  that  reported,  the  additional  amount  may  be  assessed  without 
change  in  the  Return.  In  every  case  where  a  Return  is  wilfully  false  or  fraud- 
ulent 01  contains  a  false  or  fraudulent  understatement  made  with  intent  to 
evade  the  tax,  a  penalty  is  imposed  of  .50%  of  the  amount  by  which  the  tax  is 
understated,  or  the  same  percentage  of  the  entire  tax  in  any  case  of  false  or 
fraudulent  Return  other  than  understatement.  In  addition,  any  wilful  attempt 
to  defeat  or  evade  the  tax  is  punishable  by  fine  of  not  more  than  $10,000  or  im- 
prisonment for  not  more  than  one  year,  or  both.  AVhere  the  understatement 
is  due  to  negligence,  even  though  without  intent  to  defraud,  the  penalty 
is  5%  of  the  deficiency  in  tax,  plus  interest  at  1%  per  month  on  the  deficiency 
in  each  installment  from  the  time  when  it  was  payable.     In  general,  the  penalty 
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for  negligent  understatement  will  bo  asserted  where  the  tax  has  been  com- 
puted in  disregard  of  the  instructions  on  the  Return,  or  where  the  taxpayer 
can  not  show  that  his  error  was  due  to  an  honest  misunderstanding  of  the 
facts  or  the  law,  such  as  an  average  reasonable  man  might  reach.  If  the  Return 
is  made  in  good  faith  and  an  understatement  occurs  without  any  fault  of  the 
taxpayer,  there  is  no  penalty  but  the  tax  will  be  increased  to  the  proper 
amount.  If  a  further  assessment  is  made  because  of  an  incorrect  Return,  the 
taxpayer  is  bound  by  such  assessment  unless  it  is  proved  that  the  Return  was 
not  wilfully  false  or  fraudulent  and  did  not  contain  any  wilful  understatement 
or  undervaluation. 

206.  Rejected  and  Amended  Returns.  Frequently  collectors  refuse  to  ac- 
cept Returns  which  do  not  conform  to  their  ideas  of  computation  of  the  tax, 
but  this  exceeds  their  authority.  If  the  Ueturn  is  completely  filled  out  and 
properly  executed  the  taxpayer  may  demand  that  it  be  filed.  If  the  collector 
considers  It  incorrect,  he  may  report  the  facts  for  assessment  according  to  his 
opinion.  The  investigating  agents  also  prepare  amended  Returns  where  they 
find  additional  tax  to  be  due,  and  generally  urge  the  taxpayers  to  sign  them. 
Executing  such  a  Return  may  preclude  any  objection  to  the  contents  or  to  the 
assessment  based  upon  it.  The  law  imposes  upon  every  person,  whether  sub- 
ject to  tax  or  not,  the  duty  of  truly  stating  the  facts,  and  authorizes  the 
Treasury  Department  to  prescribe  the  form  and  manner  of  statement.  All  the 
information  required  by  the  Regulations  or  by  the  directions  on  the  Returns 
must  be  given,  but  the  taxpayer  cannot  bo  compelled  to  swear  to  statements 
which  he  does  not  believe  are  true.  On  any  question  of  interpretation  of  law, 
the  taxpayer  is  entitled  to  appeal  to  the  Commissioner,  or  to  the  courts.  The 
representatives  of  the  Commissioner  are  usually  very  liberal  in  permitting  the 
presenta  ion  of  written  or  oral  statements  and  arguments.  The  taxpayer- 
should,  tnerefore,  make  his  Return  according  to  his  own  information  and  his 
own  conscience,  acting  upon  the  best  advice  available,  and  should  refuse  to 
alter  it  until  convinced  that  he  is  wrong.  Where  an  error  in  a  Return  is  dis- 
covered after  it  has  been  filed,  pei-mission  to  file  an  Amended  Return  should  at 
once  be  requested.  The  Amended  Return  may  accompany  the  request.  If  ad- 
ditional tax  liability  appears,  an  affidavit  should  also  be  filed,  stating  fully  the 
cause  for  the  difference  and  claiming  the  abatement  of  penalties  for  delay  and 
false  return. 

207.  Time  of  Payment.  The  Income  and  Profits  Taxes  are  due  in  four 
equal  installments  on  March  15,  June  15,  September  15,  and  December  15.  Ex- 
cept for  the  first  installment,  which  is  due  without  any  bill  or  notice,  payment 
need  not  be  made  until  notice  of  assessment  has  been  given.  Payment  of  the 
whole  tax  may  be  made  on  or  before  the  due  date  of  the  Return,  but  no  dis- 
count is  allowed.  Where  the  Return  is  filed  on  a  fiscal  year  basis,  the  install- 
ments are  due  when  the  Return  is  due  and  on  the  fifteenth  days  of  the  third, 
sixth,  and  ninth  months  thereafter.  Where  the  Return  covers  a  portion  of  a 
year,  the  requirements  with  respect  to  payments  are  the  same  as  if  the  Return 
were  for  the  year  closing  at  the  end  of  the  month  in  which  the  taxable  period 
ends.  An  extension  of  time  for  filing  the  Return  postpones  the  time  of  pay- 
ment of  the  first  installment,  but  not  the  subsequent  installments  unless  the 
Commissioner  (not  the  collector)  provides  otherwise.  Where  the  extension  was 
granted  at  the  request  of  the  taxpayer,  interest  is  charged  on  the  first  install- 
ment or  any  unpaid  portion  thereof,  at  the  rate  of  Vn%  per  month  from  the 
original  due  date,  but  no  interest  is  added  if  the  time  is  extended  by  a  general 
order.  It  will  be  noted  that  the  due  date  of  payment  relates  to  the  time  when 
the  Return  is  due,  not  when  it  is  filed.  If  any  installment  is  not  paid  when 
it  is  due,  the  whole  amount  of  the  tax  becomes  due  and  payable  upon  notice 
and  demand  by  the  collector.  The  tax  may  also  be  declared  due  and  payable 
in  advance  of  the  regular  dates  because  of  the  taxpaver's  design  to  take  some 
action  prejudicing  the  collection  of  the  tax.  If  too  small  an  amount  has  been 
paid  upon  any  installment  because  of  an  understatement  in  the  Return,  the 
deficiency  is  due  upon  notice  and  demand.  Any  amount  paid  in  excess  of 
actual  liability  will  be  credited  against  future  installments  or  refunded. 

208.  Penalties  for  Delinquency  in  Payment.  The  penalty  for  delay  in  pay- 
ing any  installment  is  5%  of  the  amount,  plus  interest  at  1%  per  month  from 
the  date  fixed  by  the  notice  and  demand  from  the  collector.  On  the  first  in- 
stallment, the  penalty  and  interest  accrue  from  the  date  when  the  Return  is 
due  and  the  instructions  on  the  Return  constitute  the  only  notice  and  demand 
which  is  required.  As  to  all  installments  after  the  first,  neither  penalty  noi 
interest  accrues  until  after  notice  and  demand  has  been  given  by  the  col- 
lector. The  penalties  do  not  attach  against  the  estate  of  a  deceased,  insane, 
or  insolvent  person. 

809.  Means  of  Payment.  Payment  must  be  made  in  cash  or  bank  check 
or  draft  which  will  not  involve  cost  of  collection.  Collectors  will  receive  un- 
certified checks  and  the  tax  will  be  considered  paid  as  of  the  date  the  check 
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is  received,  provided  that  it  is  uot  later  dishonored.  If  a  check  is  not  paid 
upon  presentation,  the  liability  for  the  tax  and  all  penalties  is  revived.  Cer- 
tain Treasury  Certificates  are  receivable  at  par  in  payment  of  taxes,  but  this 
is  not  true  as  to  Liberty  Bonds. 

210.  Assessment  and  Collection.  Taxes,  interest,  and  penalties  other  than 
the  specific  fines,  may  be  collected  without  court  action,  by  seizure  and  sale  of 
any  property  of  the  delinquent.  The  amount  due  may  also  be  collected  by  court 
action.  No  'proceeding  to  collect  taxes  may  be  begun  after  five  years  from  the 
date  the  Return  was  due  or  was  filed,  except  where  the  Return  was  false  or 
fraudulent  with  intent  to  evade  the  tax.  The  collector  gives  notice  of  assess- 
ment and  demands  payment,  fixing  the  time  when  he  will  proceed  to  enforce 
collection.  The  notice  may  be  mailed  and  it  is  then  presumed  that  it  was  duly 
received,  although  the  taxpayer  may  offer  proof  to  the  contrary.  No  court 
action  to  ])revent  the  assessment  or  collection  of  any  tax  may  be  maintained, 
but  the  taxpayer  may  appeal  to  the  Commissioner  of  Internal  Revenue  by  a 
claim  (Form  47)  for  the  abatement  of  any  assessment  made  by  the  collector. 
On  all  questions  of  interpretation  of  law  or  facts,  appeal  from  the  action  of 
any  collector  or  agent  may  be  made  to  the  Commissioner  at  Washington,  either 
by  formal  or  informal  correspondence.  Upon  request,  ortil  conferences  are 
usually  granted.  The  filing  of  a  bona  fide  claim  for  abatement  prevents  the 
imposition  of  the  5%  penalty,  but  interest  on  the  unpaid  amount  runs  at  Vi% 
per  month  from  the  original  due  date.  Any  amount  not  believed  to  be  due 
should  be  paid  under  protest,  that  is  a  written  protest  should  be  delivered  with 
the  payment,  stating  that  the  tax  is  paid  under  duress  and  not  voluntarily  and 
denying  the  legality  of  the  assessment  and  colWti^n..  and  a  receipt  marked 
"Paid  Under  Protest"  should  be  requested. 

211.  Refund  and  Credit.  Any  amount  paid  contrary  to  law  may  be  re- 
covered by  a  claim  for  refund  (Form  46).  Claims  for  refund  must  be  filed 
within  two  years  from  the  date  payment  was  made,  or  within  five  years  if  the 
overpayment  appears  from  the  face  of  the  Return.  Amounts  found  to  be  due 
may  be  applied  against  similar  taxes  due  by  the  same  taxpayer  for  a  different 
period.  A  suit  to  recover  taxes  paid  can  also  be  brought  against  the  United 
States  or  the  collector,  but  only  after  a  claim  for  refund  has  been  duly  filed  and 
only  within  two  years  after  such  claim  for  refund  has  been  rejected  or  has 
been  on  file  for  six  months  without  decision.  After  judgment  has  been  re- 
covered, payment  will  be  made  upon  a  claim  for  refund  (ou  Form  46)  which 
includes  a  certified  copy  of  the  judgment  and  statement  of  costs. 

PART  5.     INFORMATION  AND  PAYMENT  AT  SOURCE 

212.  Returns  of  Information.  In  any  case  where  a  Return  of  Information 
at  the  Source  is  required,  the  ol)ligation  to  file  such  Return  is  imposed  upon 
the  person,  partnership  or  corporation  making  the  payment  of  income  to  an- 
other person,  and  failure  or  delay  in  filing  such  Return  will  involve  penalties 
similar  to  those  imposed  for  delinquency  in  filing  the  Income  Tax  and  Profits 
Tax  Return  (par-  201).  The  date  when  Returns  of  Information  must  be  filed 
is  fixed  by  regulation  of  the  Commissioner  as  March  13,  for  annual  Returns 
and  the  20th  of  each  month  for  monthly  Returns.  Such  Returns  must  be  made 
on  the  calendar  year  basis  and  not  for  the  fiscal  year,  and  are  filed  at  Wash- 
ington by  mail,  not  with  the  local  collector.  The  instructions  printed  on  the 
l)lank  form  should  be  carefully  observed. 

213.  Payments  of  $1,000  per  year.  On  or  before  March  1.^  in  each  year, 
without  further  notice  or  demand,  there  is  due  a  Return  (Form  lO'.lG)  showing 
the  amount  of  all  payments  made  during  the  year  of  fixed  and  determinable 
gains,  profits  and  income  (such  as  salaries,  interest,  or  rent),  amounting  to 
•fl.OOO  or  more  for  the  year,  and  a  separate  report  (Form  10i)9)  showing  the 
name  and  address  of  each  recipient  and  the  amount  paid.  The  requirement  is 
not  limited  to  periodical  payments,  but  a  single  payment  of  $1..500  as  fees  to 
a  lawyer  or  commissions  to  a  broker  would  be  inchided.  Payments  which  are 
not  purely  income  to  the  recipient,  for  example  payment  for  merchandise,  stor- 
age, or  telephone  service,  are  not  included.  Certain  other  payments,  although 
constituting  fixed  income  of  $1,000  or  more,  need  not  be  reported  but  are 
specifically  excluded  by  the  Regulations  as  follows :  Interest  on  obligations 
of  the  United  States,  states,  or  political  subdivisions :  compensation  of  officers 
iind  employees  of  a  state  or  political  subdivision,  and  other  income  which  is 
excluded  from  the  gross  income;  dividends  of  domestic  corporations  and  pay- 
ments by  brokers  to  customers  (covered  by  pars.  L'14  and  215)  ;  payments  made 
to  corporations;  payments  made  to  employees  for  board  and  lodging  in  the 
course  of  their  employment,  or  for  expenses  incurred  in  the  business;  prem- 
iums paid  to  insurance  companies;  annuities  representing  return  of  capital; 
jiayments  of  rent  made  to  real  estate  agents   (but  the  agent  must   rei)ort  pay- 
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ments  to  the  landlord  amounting  to  $1,000  or  more  during  the  year)  ;  com- 
pensation paid  to  nonresident  alien  employees  for  services  performed  entirely 
in  foreign  countries;  compensation  paid  by  the  United  States  Government; 
foreign  interest  and  dividends  (see  par.  210)  ;  and  income  paid  to  nonresident 
alien  individuals  and  corporations,  subject  to  the  withholding  requirements 
(par.  217). 

214.  Corporation  Interest  and  Dividends.  By  general  requirement  of  the 
Regulations,  every  corporation  must  furnish  information  as  to  the  interest  paid 
upon  its  bonds  or  similar  obligations,  without  regard  to  the  amount  of  the 
particular  payment.  (See  par.  218  as  to  Returns  for  interest  on  tax-free  bonds.) 
The  corporation  must  forward  to  the  Treasury  Department  the  original  owner- 
ship certificates  which  are  required  to  be  tilled  out  and  filed  by  the  holders 
of  the  bonds  when  the  coupons  are  presented  for  payment.  The  corporation 
may  prepare  the  certificate  in  the  case  of  interest  payments  on  registered  bonds. 
A  Return  each  month  (on  Form  1096A)  and  an  annual  Return  (on  Form  lO'JCB) 
must  be  filed.  Information  with  respect  to  dividends  and  distributions  to 
stockholders,  must  be  filed  by  every  corporation  which  is  particularly  directed 
by  the  Commissioner  to  do  so  or  by  all  corporations  when  a  general  require- 
ment shall  be  made  by  the  Commissioner.  The  corporation  must  then  report 
(on  Forrn  1097)  the  name  and  address  of  each  stockholder,  the  number  and 
class  of  shares  owned  by  him,  the  date  and  amount  of  each  dividend  paid,  and 
the  time  when  the  surplus  was  accumulated  out  of  which  each  dividend  was 
paid. 

215.  Brokers.  Brokers  may  be  required,  either  by  special  direction  or  by 
general  regulations  applying  to  all  brokers,  to  make  Returns  (on  Form  1100) 
showing  the  names  of  all  customers,  details  as  to  the  profits  and  losses  of  each, 
and  such  other  information  as  the  Regulations  may  require. 

216.  Foreign  Interest  and  Dividends.  Information  Returns  are  required 
of  every  person  in  the  business  of  collecting  coupons,  checks,  or  bills  of  ex- 
change not  payable  in  the  United  States,  in  payment  of  interest  on  bonds  of 
foreign  countries  and  foreign  corporations,  or  dividends  on  stock  of  foreign 
corporations,  and  all  such  payments,  no  matter  how  small  the  amount,  must  be 
reported.  Persons  undertaking  the  collection  of  such  foreign  items  as  a  mat- 
ter of  business  or  profit  must  be  licensed  b.v  the  Treasury  Department.  Where 
interest  on  bonds  of  foreign  countries  or  of  foreign  corporations,  or  dividends 
upon  the  stock  of  a  foreign  corporation  is  payable  in  this  country  by  a  resident 
fiscal  agent  or  by  check  drawn  upon  a  bank  in  this  country,  Information  Re- 
turns are  likewise  required.  As  to  bond  interest,  the  paying  agent  in  this 
country,  or  if  no  such  agent  then  the  first  bank  or  collecting  agent,  is  re- 
quired to  furnish  the  information.  As  to  dividends,  the  first  bank  or  collect- 
ing agent,  accepting  the  item  for  collection  is  the  source  of  information. 
A  monthly  Return  (on  Form  1096A)  and  an  annual  Return  (on  Form  1096B) 
are  required.  Where  a  foreign  corporation  has  a  fiscal  agent  in  this  country 
and  issues  bonds  which  contain  a  tax-free  covenant  clause,  payment  at  the 
source  and  the  return  of  such  payment  are  required  as  explained  in  par.  218. 

217.  Payment  at  the  Source.  In  order  to  assist  in  the  collection  of  the  tax, 
payment  is  required  by  the  person  paying  the  income,  rather  than  the  one  re- 
ceiving it,  in  tlie  case  of  interest  on  tax  free  bonds  (see  next  par.) 
and  payments  to  nonresident  aliens  (see  par.  21)  and  foreign  corporations  (see 
par.  37)  of  fixed  and  determinable  annual  or  periodical  income  (but  not  in- 
cluding interest  on  tax  free  bonds  or  dividends  of  domestic  corporations)  with- 
out regard  to  the  amount  of  the  payment.  Upon  such  income  the  tax  payable 
at  the  source  is  S%  upon  the  income  of  nonresident  alien  individuals,  and  10% 
for  foreign  corporations.  On  or  before  March  1  of  each  calendar  year,  with  no 
provision  for  fiscal  years,  every  person  required  to  pay  at  the  source  a  tax 
upon  any  income  other  than  bond  interest,  is  required  to  file  with  the  local 
collector  an  annual  Return  on  Form  1042,  accompanied  by  a  separate  report  on 
Form  1098  for  each  person  to  whom  such  income  was  paid.  The  amount  of  tax 
must  be  paid  on  or  before  June  15  of  each  year.  The  law  permits  tlie  amount 
so  paid  to  be  deducted  and  withheld  from  the  payment  nvide  to  the  recipient, 
except  where  there  is  a  contractual  obligation  to  the  contrary,  as  with  tax 
free  bonds.  Where  a  nonresident  alien  claims  exemption  (on  Form  1115)  from 
withholding  upon  salary  or  wages,  the  employer  must  preserve  the  afiidavit 
and  file  it  with  the  next  annual  withholding  Return.  The  employer  is  not 
excused  from  withholding  where  the  aSidavit  contains  any  statement  which  he 
knows  to  be  untrue  or  if  it  shows  on  its  face  that  the  alien  is  not  entitled  to 
the  credit  claimed  or  that  the  credit  has  been  exhausted. 

318.  Interest  on  Tax  Free  Bonds.  Whenever  bonds,  mortgages,  or  similar 
obligations  of  a  corporation  contain  a  contract  or  provision  by  which  the  cor- 
poration agrees  to  pay  the  interest  upon  such  obligation  without  deduction  for 
any  tax  which  the  corporation  may  be  required  or  permitted  to  pay  thereon 
or  to  retain  therefrom  under  the  Federal  Income  Tax  Law,  or  by  which  the  cor- 
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poration  agrees  to  pay,  on  behalf  of  the  owner  of  the  bonds,  any  portion  of 
any  federal  income  tax  imposed  upon  the  interest,  or  to  reimburse  the  owner 
therefor,  the  eorporation  is  required  to  pay  to  the  governmont  a  tax  of  2% 
of  the  interest.  As  there  are  many  different  forms  of  "tax  free  covenants."  it 
must  be  determined  in  each  case  whether  the  language  used  covers  the  federal 
income  tax.  These  provisions  apply  only  to  long  term  or  funded  obligations 
which  may  be  classed  as  securities,  and  not  to  promissory  notes,  scrip,  or  ordi- 
nary commercial  paper.  Securities  issued  by  syndicates,  partnerships,  or  indi- 
viduals, subject  to  tax  free  covenants,  are  not  included  although  they  may  iu 
all  other  respects  resemble  the  obligations  of  corporations,  as  to  which  pay- 
ment at  the  source  is  required.  The  tax  must  be  paid  without  regard  to  the 
amount  of  the  particular  payments,  but  only  when  the  interest  is  paid  to  an 
individual  or  partnership  (or  foreign  corporation)  and  not  when  paid  to  a  do- 
mestic (corporation.  The  tax  need  not  l>e  paid  if  the  owner  files  a  notice  before 
February  1  claiming  exemption  or  credits  covering  the  interest  received  during 
(he  previous  year.  This  claim  is  usually  made  by  means  of  the  ownership  cer- 
tificate (Form  1001)  filed  at  the  time  the  interest  is  collected.  The  corpora- 
tion which  is  required  to  pay  the  tax  at  the  source  upon  the  interest  upon  its 
tax  free  bonds,  is  required  to  make  a  monthly  return  (on  Form  1012)  on  or 
before  the  20th  day  of  the  month  following  that  in  which  the  interest  was  paid. 
On  or  before  March  1  of  each  year,  an  annual  Return  on  Form  1013  must  be 
filed  with  the  collector.     The  tax  must  be  paid  on  or  before  June  15. 

219.  Certificates  of  Ownership.  Any  person  making  payments  of  income 
for  which  he  is  required  to  pay  a  tax  at  the  source  or  to  give  information  at  the 
.source,  is  entitled  to  demand  the  necessary  information  from  the  recipient  of 
the  income,  and  certificates  in  appropriate  form  may  be  secured  for  this  pur- 
pose from  the  collector.  Such  certificates  must  be  furnished  whenever  there  is 
presented  for  payment  interest  coupons  from  bonds  or  other  obligations  issued 
l)y  domestic  or  foreign  corporation,  whether  or  not  containing  a  tax-free  cove- 
nant. Form  1000  is  to  be  used  when  the  interest  is  subject  to  payment  of  tax 
at  the  source;  when  not  so  subject,  Form  1001.  or  Form  lOOlA  for  foreign 
items,  is  to  be  used.  Whenever  actual  ownership  is  not  known,  the  tax  must  be 
paid  at  the  source  just  as  if  the  owner  was  a  nonresident  alien.  No  ownership 
certificates  need  be  filed  in  the  case  of  interest  payments  upon  any  obligations 
of  the  United  States  nor  any  payments  of  interest  which  is  not  included  in  the 
gross  income. 

TITLE  n.    CAPITAL  STOCK  TAX 

220.  Nature  and  Application.  A  special  excise  tax  known  as  the  Capital 
Stock  Tax  is  levied  upon  carrying  on  or  doing  business  in  corporate  form 
within  the  United  States.  The  tax  is  paid  in  advance  for  the  government's 
fiscal  year,  that  is,  from  July  1  to  June  30,  but  it  is  measured  by  the  fair  value 
of  the  capital  stock  during  the  year  i)receding  that  for  which  the  tax  is  paid. 
The  tax  is  at  the  rate  of  .$1  for  each  .$1,000  of  such  value  above  the  exemption 
of  $5,000.  The  tax  applies  to  every  corporation,  joint  stock  company  or  asso- 
ciation, mutual  insurance  company,  limited  partnership  in  corporate  form, 
"Massachusetts  Trust."  or  other  association  of  participating  or  shareholding 
members,  except  that  corporations  which  are  exempt  from  Income  Tax  (par. 
35)  are  likewise  exempt  from  this  tax. 

221.  Corporations  Formed  or  Dissolved  During:  the  Year.  The  law  ex- 
pressly provides  that  the  tax  shall  not  be  imposed  upon  any  corporation  which 
was  not  engaged  in  business  during  the  preceding  taxalile  year.  Therefore. 
a  corporation  organized  or  first  engaging  in  business  after  July  1,  1919,  is  not 
subject  to  any  tax  for  the  fiscal  year  1919-1920,  even  though  it  exercises  the 
corporate  privilege  during  that  year.  A  corporation  which  was  doing  business 
during  the  preceding  year  for  even  one  day  is  subject  to  tax.  It  is  held  that 
any  corporation  which  succeeds  another  corporation  pursuant  to  an  agriH?ment, 
is  subject  to  the  tax.  On  the  other  hand  the  tax  is  imposed  only  upon  cor- 
porations which  carry  on  business  during  the  taxable  year,  so  that  a  corpora- 
tion dissolved  on  or  before  .June  30,  1920,  is  not  subject  to  the  tax  for  the 
fiscal  year  1920-21,  If  a  corporation  is  dissolved  ten  days  after  the  beginning 
of  the  taxable  year,  it  must  make  a  Return  and  pay  the  full  rate  of  tax  without 
any  refund  because  of  the  dissolution. 

222.  Inactive  Corporations.  Since  the  tax  is  imposed  only  upon  "carrying 
on  or  doing  business,"  a  corporation  may  be  exempt  because  it  was  not  engaged 
in  business  during  the  taxable  year  or  the  preceding  year,  even  though  it  may 
have  been  in  existence  during  both  years.  The  following  are  typical  cases  of 
corporations  not  subject  to  tax  for  this  reason:  (1)  A  corporation  in  the  hands 
of  a  receiver  and  not  doing  business  as  a  corporation  ;  (2)  a  corporation  in  the 
process  of  dissolution  and  liquidation  at  the  beginning  of  the  taxable  year; 
(3)  a  corporation  which  has  entirely  abandoned  its  business;  (4)  a  holding 
company,  which  performs  no  activities  other  than  the  ownership  of  stock  of 
subsidiaries,  the  collection  of  income  therefrom,   and   the  distribution   of  such 
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income  in  dividends;  (5)  a  corporation  which  merely  holds  title  to  property 
subject  to  a  long  term  lease  or  otherwise  out  of  its  control,  and  which  receives 
the  income  from  such  property  and  distributes  the  same  as  dividends. 

223.  The  Return.  Every  corporation  must  make  a  Return  on  Form  707, 
to  be  filed  in  July  of  each  year,  subject  to  penalties  similar  to  those  explained 
in  connection  with  the  Income  Tax   Return. 

224.  Determination  of  Fair  Value.  The  tax  is  based  upon  the  fair  average 
value  of  the  capital  stock  for  the  preceding  year  ending  June  30.  This  value 
is  an  entirely  different  matter  from  the  par  value  of  the  stock  or  the  amount 
of  the  invested  capital.  It  is  to  be  estimated  by  the  officers  of  the  corporation, 
their  estimate  being  supported  by  a  showing  of  the  book  value,  the  market 
value,  and  the  earning  value,  which  appears  on  the  Return  in  three  statements 
designated  as  Exhibits  A.  B,  and  C.  Every  corporation  must  fill  out  all  of 
these  exhibits  or  state  why  the  required  data  is  not  available.  If  the  fair 
value  upon  which  the  tax  is  based  upon  the  Return  is  less  than  that  shown  either 
by  Exhibit  A  or  Exhibit  B,  a  comprehensive  statement  in  support  of  the  valua- 
tion claimed  must  be  submitted. 

225.  Book  Value  Determined  by  Exhibit  A.  Exhibit  A  is  a  condensed  bal- 
ance sheet  as  of  the  end  of  the  fiscal  year  of  the  corporation,  showing  all 
assets  and  liabilities  according  to  the  books  of  the  company,  and  also  at  the 
fair  actual  value  wherever  this  differs  from  the  book  value.  The  difference 
between  the  fair  value  and  the  books  of  the  company  must  be  explained  in 
sufllcient  detail  to  enable  the  Commissioner  of  Internal  Revenue  to  determine 
if  the  adjustments  are  proper  and  acceptable.  The  books  of  the  company  need 
not  be  adjusted  to  take  up  the  differences  shown.  The  capital,  surplus,  and 
undivided  profits,  as  shown  by  the  balance  sheet,  is,  of  course,  the  book  value 
of  the  capital  stock,  and  since  opportunity  is  given  for  adjustment,  will  repre- 
sent the  judgment  of  the  oflScers  as  to  the  actual  value.  No  provision  seems 
to  be  made  on  the  Return  for  finding  the  average  of  such  book  value  for  the 
year,  which  is  the  required  value  according  to  the  law. 

226.  Market  Value  Determined  Under  Exhibit  B.  Exhibit  B  represents 
the  market  price  of  the  stock.  If  the  stock  is  listed.  Exhibit  B  should  show 
the  mean  of  the  highest  and  lowest  bid  price  for  each  month  and  the  average 
of  these  figures  will  be  the  average  for  the  year.  The  taxpayer  may  attach  a 
schedule  showing  the  highest  and  lowest  bid  price  for  each  day  rather  than 
for  each  month.  If  the  stock  is  not  listed.  Exhibit  B  should  show  the  prices 
obtained  upon  any  sales  made,  when  such  prices  are  known  to  or  determinable 
by  the  officers  making  the  Return.  In  reporting  such  sales,  a  statement  must 
be  attached  showing  the  number  of  shares  involved  and  the  existing  conditions. 
Sales  under  special  conditions  influencing  prices  will  not  be  considered  repre- 
sentative of  fair  value  and  should  not  be  given  on  the  Return. 

227.  Earning:  Value  Determined  Under  Exhibit  C.  Exhibit  C  shows  the 
value  of  the  stock  determined  by  capitalizing  the  earning  capacity.  The  Ex- 
hibit shows  the  income  for  the  preceding  five  years  as  reported  for  the  Income 
Tax  and  such  deductions-  and  additions  as  are  fairly  required  to  obtain  the 
actual  income  realized  by  the  company.  The  Federal  Income  and  Profits  Tax 
may  be  deducted  from  the  income  upon  which  it  was  assessed.  A  comprehen- 
sive analysis  of  any  amounts  reported  as  deductions  or  additions  should  be 
attached  to  the  Return.  The  Return  does  not  suggest  the  rate  to  be  used  In 
capitalizing  the  average  income,  but  states  that  the  officers,  making  the  Return 
will  use  "a  percentage  basis  that  fairly  represents  the  conditions  obtaining  in 
the  trade  in  the  locality  that  representative  enterprises  must  earn  in  order  to 
maintain  their  stock  at  par."  Thus,  if  an  18%  return  is  necessary  to  hold  the 
value  of  the  stock  of  representative  concerns  at  par,  this  Exhibit  will  estimate 
the  fair  value  by  showing  100/18  of  the  average  earnings.  If  the  company  has 
actually  earned  27%  on  the  capital  stock,  the  capitalized  value  will  be  $150  per 

TITLE  m.    MISCELLANEOUS  WAR  TAXES 

1.     Transportation  and  Conininnication. 

228.  Rates.  Based  on  amount  paid  for  service.  Freight,  3%.  Express 
1  cent  on  each  20  cents  or  fraction.  Passengers,  8%  (except  fares  not  over  42 
cents  and  commutation  or  season  tickets  for  trips  of  less  than  30  miles).  Seats, 
berths,  staterooms,  8%.  Oil  by  pipe  line,  8%.  Telegraph,  telephone  cable,  or 
radio  dispatch,  message,  or  conversation,  (a)  5  cents  if  charge  is  15  cents  to 
50  cents,  (b)  10  cents  if  charge  is  more  than  50  cents.  Leased  wire  or  talking 
circuit  special  service  (except  for  public  press  or  common  carrier),  10%.  Serv- 
ices for  federal  or  state  governments  exempt.  Transportation  includes  inci- 
dental services,   storage,  demurrage,  etc.     Not  limited  to  common  carriers. 

3.    Insurance. 

229.  Bates.  Life  insurance — (1)  Industrial  plan  policies,  not  over  $500  (may 
cover  in  addition  health  and  accident  insurance),  20%  of  first  monthly  premium. 
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or  40%  of  first  weekly  premium;  (2)  other  policies,  8  cents  per  each  $100  or 
fraction  of  face  of  policy;  (3)  group  life  insurance,  not  less  than  25  lives  of 
persons  with  single  employer,  for  benefit  of  persons  other  than  employer,  4 
cents  per  $100  of  aggregate  face  amount.  Marine,  inland,  and  fire  insurance. 
1  cent  on  each  $1  or  fraction  of  premium.  All  other  insurance  for  loss,  damage, 
or  liability  (excluding  guaranty  and  fidelity  insurance,  but  including  health, 
accident,  burglary,  employers'  liability,  and  casualty  insurance) — (1)  industrial 
plan  policies,  20%  of  first  monthly  or  40%  of  first  weekly  premium ;  (2)  other 
policies,  1  cent  per  $1  or  fraction  of  premium. 

3.     Excise  Taxes. 

230.  AVholesale  Sales.  On  selling  price  received  by  manufacturer,  producer 
or  importer,  except  that  tax  is  based  upon  customary  wholesale  price  in  the 
case  of  retail  sale  by  a  manufacturer,  producer,  or  importer  who  customarily 
sells  at  both  retail  and  wholesale.  Automobile  trucks  and  automobile  wagons. 
3%.  Other  automobiles  and  motorcycles,  5%.  Automobile  accessories  (except 
when  sold  to  automobile  manufacturers),  5%.  Pianos,  organs  (other  than  pipe 
organs)  piano  players,  graphophones,  phonographs,  talking  machines,  music 
boxes  and  records  therefor,  5%.  Sporting  goods  and  games  (except  children's 
toys  and  games),  10%.  Chewing  gum,  3%.  Cameras,  weighing  not  more  than 
100  pounds,  10%.  Photographic  films  and  plates  (other  than  moving  picture 
films),  5%.  Candy,  5%.  Fire  arms,  shells  and  cartridges  (except  those  sold  for 
the  use  of  certain  governments),  and  hunting  and  bowie  knives,  10%.  Dirk 
knives,  daggers,  sword  games,  stiletto,  and  brass  and  metallic  knuckles,  100%. 
Electric  fans  (portable,  o%).  Thermos  and  thermostatic  bottles  or  containers. 
5%.  Cigar  or  cigarette  holders  and  pipes,  composed  wholly  or  in  part  of 
meerschaum  or  amber,  humidors  and  smoking  stands,  10%.  Automatic  slot- 
device  vending  machines,  D%.  and  weighing  machines,  10%,  sold  or  put  into 
operation  for  profit  by  the  manufacturer ;  liveries  and  livery  boots  and  hats, 
hunting  and  shooting  garments,  and  riding  habits,  10%.  Articles  made  of  fur 
on  the  hide  or  pelt,  or  articles  of  which  any  such  fur  is  the  component  material 
of  chief  value,  10%.  Yachts  and  motor  boats,  not  designed  for  trade,  fishing 
or  national  defense,  and  pleasure  boats  and  canoes  if  sold  for  more  than  $15. 
10%.  Toilet  soaps  and  toilet  soap  powders,  3%.  (Sec.  900  of  law;  covered  by 
Regulations  No.  47.) 

231.  Retail  Sales.  On  price  received  by  a  dealer  upon  a  sale  to  the  con- 
sumer or  user.  Jewelry,  watches,  and  clocks,  opera  glasses,  etc.,  5%.  (Sec. 
905  of  law;  covered  by  Regulations  No.  48.)  Perfumes  and  preparations  for 
toilet  purposes,  and  pills  and  proprietary  medicines,  1  cent  on  each  25  cents 
or  fraction  (may  be  made  payable  by  stamp).  (Sec.  907;  Reg.  .'jl.)  Sculpture, 
paintings,  art  porcelains  and  bronzes  sold  by  any  person  other  than  the  artist, 
10%  (except  upon  sales  to  public  art  museums  or  education  institutions). 
(Sec.  902;  Reg.  48.) 

232.  Luxury  Taxes.  A  tax  of  10%  on  the  amount  by  which  the  retail  price 
of  the  following  articles  exceeds  the  price  stated  in  the  law:  (^arpets  and  rugs 
(except  imported  and  American  rugs  made  principally  of  wool),  $5  per  square 
yard;  picture  frames,  .$10  each;  trunks,  |.50;  valises,  traveling  bags,  suit  cases, 
hat  boxes,  etc.,  $25;  purses,  pocket  books,  hand  and  shopping  bags,  $7.50: 
portable  lighting  fixtures,  lamps  and  lamp  shades,  .$25;  umi>rellas,  parasols, 
sunshades,  $4;  fans,  .$1;  house  jackets,  bath  or  lounging  robes,  .$7.50;  men's 
waistcoats,  sold  separately  from  suits,  $5;  women's  hats  and  bonnets,  $15; 
mens  and  boys'  hats,  $5,  caps,  $2;  boots,  shoes,  pumps,  slippers,  .$10  per  pair; 
neckties,  .$2;  silk  stockings,  men's  $1.  women's  $2  per  pair;  men's  shirts,  .$3; 
pajamas,  nightgowns.  Underwear,  .$5;  kimonos,  petticoats,  waists,  $15.  The 
tax  does  not  apply  to  articles  of  fur  or  of  which  fur  is  the  component  material 
of  chief  value,  nor  to  liveries,  hunting  and  shooting  garments  (taxed  upon 
wholesale  sales).     (Sec.  904;  Reg.  .54.) 

233.  Leasing:  Motion  Picture  Films.  Any  person  engaged  in  the  business 
of  leasing  positive  motion  picture  films  for  exhibition  shall  pay  a  monthly 
excise  tax  eiiual  to  5%  of  the  total  rentals  for  the  preceding  month.  If  a  bona 
fide  contract  made  prior  to  December  C,  1918,  prevents  the  adding  of  the  whole 
of  the  tax  to  the  amount  of  the  rental,  then  the  lessor  or  licensee  shall  pay  so 
much  of  the  tax  as  is  not  addded  to  the  contract  price.     (Sec.  90(5;    Reg.  56.) 

4.     Admissions. 

234.  Tax.  1  cent  for  each  10  cents  or  fraction  paid  for  admission  to  any 
place  (except  cabarets).  Payable  by  person  paying  for  admission.  (Sec.  800; 
Reg.  43.) 

235.  Cabarets.  If  admission  charge  is  wholly  or  in  part  included  in  price 
paid  for  refreshment,  service,  or  merchandise,  20%  of  amount  paid  will  be 
deemed  to  be  admission  charge,  and  will  be  taxed  l!/>  cent  on  each  10  cents  or 
fraction. 

236.  Tickets  Sold  at  Advanced  Price.  (1)  By  proprietors  or  employes,  50% 
of  excess  above  regular  or  established  price.    (2)  By  other  persons,  at  places  other 
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than  ticket  office  (a)  5%  of  excess  if  not  more  than  50  cents,  (b)  50%  of  excess 
if  more  than  50  cents.  $100  fine  for  selling  ticket  not  conspicuously  and  indel- 
ibly marked  with  price  for  which  sold  and  name  of  vendor  if  not  sold  at  ticket 
office. 

237.  Exemptions.  Admissions  without  charge  of  (a)  persons  in  military  or 
naval  forces  of  the  United, States  when  in  uniform,  (b)  children  under  twelve 
years  of  age,  (c)  municipal  officers  on  official  business,  (d)  employe.  Where 
proceeds  inure  exclusively  to  the  benefit  of  (a)  persons  in  military  or  naval 
forces  of  the  United  States  (b)  religious,  educational  or  charitable  institution, 
societies  or  organizations,  (c)  societies  for  the  prevention  of  cruelty  to  children 
or  animals,  (d)  symphony  orchestra  organizations,  and  agricultural  fairs,  none 
of  the  profits  of  which  are  distributed  to  members. 

5,    Dues. 

238.  Tax.  10%  of  dues  or  membership  fees,  where  dues  of  an  active  resi- 
dent annual  member  are  in  excess  of  $10.00  per  year.  10%  on  initiation  fees 
where  either  such  fees  or  annual  dues  exceed  $10.00.  Life  members  pay  annu- 
ally the  tax  upon  the  annual  dues  paid  by  other  members,  but  the  fee  for  the 
life  membership  is  not  taxed.  Applies  only  to  dues  or  fees  of  social,  athletic, 
or  sporting  club  or  organization,  not  including  fraternal  societies  operating 
under  the  lodge  system.     (Sec.  810;  Reg.  43.) 

6.    Federal  Estate  Tax. 

239.  Application,  To  the  transfer  of  property  at  death.  Based  upon  entire 
taxable  estate,  without  regard  to  the  amount  of  the  distributive  shares  or  rela- 
tionship of  the  beneficiaries.  Whole  estate  of  decedents  who  were  residents  of 
the  United  States  ;  nonresident  decedent's  estate  situated  in  this  country.  Execu- 
tor, including  any  person  taking  possession  of  the  decedent's  property,  must 
make  a  Return  if  the  gross  estate  is  over  $50,000.     (Sees.  400-410;  Reg.  37.) 

240.  Bates:  The  "1917  Rates"  apply  to  estates  of  persons  dying  after 
October  3,  1917,  and  before  February  20,  1919.  The  "1919  Rates"  apply  to  es- 
tates of  persons  dying  after  February  25,  1919. 

Taxable  Estate  1917  Rates  1919  Bates 

$50,000  is  exempt. 

Next         $       50,000 2% 1% 

100,000 4% 2% 

100,000 6% 3% 

200,000 8% 4% 

300,000 10% 6% 

250.000 10% 8% 

500,000 12% 10% 

500,000 12% 12% 

1,000,000 14% 14% 

1,000,000 16% 16% 

1,000,000 18% 18% 

3,000,000 20% 20% 

2,000,000 22% 22% 

Exceeding     10,050,000 257o 25% 

241.  Exemptions.  Estate  of  persons  dying  while  serving  in  military  or 
naval  forces  of  the  United  States  in  the  present  war,  or  from  injuries  received 
or  disease  contracted  while  in  such  service.  Property  identified  as  a  share  in 
the  estate  of  another  person  who  died  within  the  preceding  five  years  and 
whose  estate  was  subject  to  the  federal  estate  tax.  Gifts  to  the  United  States, 
a  state,  or  a  local  government  for  public  purposes,  to  charitable  corporations, 
or  to  trustees  for  charitable  purposes.  Funeral  expenses,  administration  ex- 
penses, claims,  losses,  support  of  dependents  during  settlement.  Property  held 
in  life  interest. 

242.  Taxable  Estate.  Includes  value,  at  time  of  death,  of:  decedent's  in- 
terest in  property  subject  to  charges  against  estate;  dower,  curtesy,  or  similar 
interest  of  surviving  spouse;  property  transferred  in  contemplation  of  death, 
presumptively  including  any  material  part  of  decedent's  property  disposed  of 
without  money  consideration  within  two  years  prior  to  death ;  entire  amount  of 
property  jointly  held  with  another  except  as  proof  is  made  of  the  interest  of 
other  owners :  property  passing  by  general  power  of  appointment,  by  will  or 
In  contemplation  of  death ;  insurance  on  policies  taken  out  by  decedent  upon 
his  own  life,  payable  to  his  estate  and  the  excess  over  $40,000  payable  to  other 
beneficiaries. 

7.     Special  Taxes. 

243.  The  following  annual  excise  taxes  are  levied  upon  the  carrying  on  of 
certain  kinds  of  business.  Returns  must  be  made  by  July  1,  of  each  year,  or 
upon  commencing  business.  Brokers  of  securities,  produce,  and  merchandise 
$50.  Brokers  belonging  to  exchanges,  additional  tax,  where  value  of  member- 
ship is  more  than  $2,000  but  less  than  $5,000,   $100— more   than   $5,000,    $150. 
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Pawnbrokers  $100.  Ship  brokers  and  custom  house  brokers  $50.TbeatreB, 
museums  and  concert  halls:  seating  capacity  not  over  250,  $50 — seating  capacity 
between  250  and  500,  $100— between  500  and  800,  $150— over  800,  $200— in  cities, 
towns  or  villages  of  population  of  5,000  or  less,  one-half  of  above  rates.  Cir- 
cuses, $100.  Other  exhibitions,  $15;  street  fairs,  maximum,  $100.  Bowling  al- 
leys and  billiard  rooms,  for  each  alley  or  table  $10.  Shooting  galleries  $20. 
Riding  academies  $100.  Sight-seeing  automobiles  seating  from  three  to  seven, 
each  $10 — seating  more  than  seven,  each  $20.  Brewers,  distillers,  liquor  deal- 
ers, and  manufacturers  of  stills,  carrying  on  business  contrary  to  law  $1,000. 
(Sec.  1001.) 

8.     Soft  Drinks. 
844.    Imposed  upon  the  sale  of  soft  drinks,  ice  cream,  and  similar  food  or 
drink  served  for  consumption  at  the  place  of  sale.     The  tax  is  1  cent  for  each 
10  cents  or  fraction  paid,  and  is  payable  by  the  purchaser. 

9.  Child  L.abcr  Tax. 

245.  Imposed  to  discourage  the  employment  of  child  labor.  Amounts  to 
10%  of  the  net  proceeds  received  or  accrued  during  the  taxable  year  from  the 
sale  of  the  product  of  (a)  any  mine  or  quarry  in  which  children  under  the  age 
of  16  years  have  been  employed  or  permitted  to  work  during  any  portion  of  the 
year,  or  (b)  of  any  other  manufacturing  establishment  employing  children  un- 
der 14  years  or  permitting  children  between  14  and  16  to  work  more  than  8 
hours  in  any  day,  or  more  than  6  days  in  any  week,  or  after  7  P.  M.  or  before 
6  A.  M.,  during  any  portion  of  the  year. 

346.     Schedule. 

10.  STAMP  TAXES 

Bonds  of  indebtedness,  debentures,  and  certificates  of  indebtedness,  issued 
by  a  person,  partnership,  or  corporation,  when  issued   or  renewed,  on 

each  $100  of  face  value  or  fraction  thereof $0.05 

All  other  bonds,  including  indemnity,  surety,  and  penal  bonds,  policies  of 
guaranty  and  fidelity  insurance,  and  title  guaranty  and  mortgage  guar- 
anty policies,  but  not  including  bonds  required  in  legal  proceedings, 

— on  each  $1.00  or  fractional  part  thereof  of  premium  charged 01 

— if  no  premium  is  charged 50 

Capital  stock  or  certificates  of  interest  in  profits,  of  association  or  corpora- 
tion when  originally  issued,  in  organization  or  reorganization — on  each 
$100  of  face  value  or  fraction  thereof  of  each  certificate — if  no  face  value 

on  each  $100  of  actual  value  of  fraction  thereof  of  each  share 05 

Sales  or  transfers  of  stock  in  association  or  corporation — on  each  $100  of 
face  value  or  fraction  thereof  of  each  certificate — on  each  $100  of  actual 

value  or  fraction  thereof  of  each  share  without  face  value 02 

Sales  of  products  and  agreements  to  sell,  on  exchanges  and  boards  of  trade, 
for  future  delivery,  for  first  $100  and  for  each  additional  $100  or  frac- 
tional part  thereof  in  value  of  the  merchandise 02 

Drafts  or  checks,  payable  otherwise  than  at  sight  or  on  demand,  and 
promissory  notes,  except  bank  notes  issued  for  circulation,  when  issued 

or  renewed,  on  each  $100  or  fractional  part  thereof 02 

Conveyance  of  real  estate  in  case  of  sale,  on  each  $500,  or  fraction  thereof, 

of  the  consideration  or  value  of  the  interest  conveyed,  (if  over  $100) 50 

Entry  of  goods  at  custom  house, 

—not  exceeding  $100  in  value 25 

— exceeding  $100  and  not  exceeding  $500  in  value 50 

• — exceeding  .^500  in  value 1.00 

Entry  for  withdrawal  of  goods  from  customs  bonded  warehouse 50 

Passage  ticket  by  vessel  to  a  port  or  place  not  in  the  United  States,  Can- 
ada or  Mexico,  sold  or  issued  in  the  United  States,  for  each  passenger, 

— if  cost  exceeds  $10  but  does  not  exceed  $30 1.00 

—if  cost  exceeds  $30  but  does  not  exceed  $60 3.00 

—if  cost  exceeds  $60  5.00 

Proxy  for  voting  at  election  or  business  meeting  of  a  corporation   (except 

religious,  educational  and  other  exempt  corporations) 10 

Power  of  attorney  (except  to  collect  pensions,  etc.,  and  powers  of  attorney 

required   in    bankruptcy   cases) 25 

Playing  cards,  not  more  than  54  in  pack,  per  pack 08 

Parcel  Post  packages,  for  first  25c  and  each  additional  25c  or  fraction 01 

Policy  or  other  instrument  (1)  insuring  property  within  the  United  States, 
(2)  issued  by  a  foreign  corporation  or  partnership  or  nonresident  indi- 
vidual, (3)  to,  for,  or  in  the  name  of  a  domestic  corporatio<n  or  partner- 
ship or  resident  individual,  (4)  when  not  signed  by  an  agent  of  the  in- 
surer in  a  state  or  district  of  the  United  States  within  which  the  insurer 
is  authorized  to  do  business, 
— on  each  $1.00  or  fraction  thereof  of  premium  charged 03 
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247.  Form  and  Face  of  Instrument.  The  liability  of  an  instrument 
to  a  stamp  duty,  as  well  as  the  amount  of  such  duty,  is  determined  by  the 
form  and  face  of  the  instrument,  and  can  not  be  affected  by  proof  of 
facts  outside  of  the  instrument  itself.  For  example,  if  an  instrument 
is  in  form  a  contract  to  buy  a  piano  and  pay  the  price  in  installments, 
it  is  not  taxable  as  a  promissory  note,  nor  is  a  check  payable  on  demand 
taxable  as  a  promissory  note,  even  though  it  is  taken  under  an  agree- 
ment not  to  collect  it  for  sixty  days. 

248.  Persons  Responsible  for  the  Payment  of  the  Tax:    Penalties. 

The  primary  duty  to  pay  the  tax  and  affix  the  stamps  to  the  documents 
or  instruments  described  is  upon  the  "person,  corporation,  partnership, 
or  association  who  makes,  signs,  issues,  sells,  removes,  consigns,  or  ships 
the  same  or  for  whose  use  or  benefit  the  same  are  made,  signed,  issued, 
sold,  removed,  consigned,  or  shipped."  But  the  law  also  provides  that 
any  person  shall  be  guilty  of  a  misdemeanor  and  subject  to  a  fine  of  not 
more  than  $100,  who  does,  or  causes  to  be  done,  any  of  the  following, 
without  the  full  amount  of  the  tax  being  duly  paid:  (I)  makes,  signs, 
issues  or  accepts  any  instrument,  document,  or  paper  of  any  kind  or 
description  whatsoever;  (2)  consigns  or  ships,  by  parcel  post,  any  parcel, 
package  or  article;  (3)  manufactures  or  imports  and  sells  or  offers  for 
sale  any  playing  cards,  package,  or  other  article;  (4)  makes  use  of  a 
stamp  to  denote  a  tax  without  canceling  or  obliterating  the  stamp  as  re- 
quired by  the  law.  Where  the  law  states  that  a  tax  shall  be  paid  by  some 
described  person  such  provision  is  merely  directory  and  any  arrangement 
between  the  parties  to  have  some  one  else  iiay  the  tax  would  be  valid 
and  not  unlawful,  provided  the  act  is  done  at  the  proper  time.  The  law 
is  not  complied  with  if  postage  stamps  of  the  required  amount  are 
affixed  and  canceled.  Documentary  stamps  of  the  appropriate  kind  is- 
sued by  the  Treasury  Department  for  this  purpose  must  be  used. 

249.  Evasion  of  Tax:  Penalties.  The  law  makes  special  provision 
for  cases  of  deliberate  evasion  of  the  law.  Any  person  liable  to  pay 
the  tax  for  a  transfer  of  stock,  or  for  a  sale  of  produce  on  an  exchange, 
or  any  person  acting  as  the  agent  or  broker  for  such  person,  who  shall 
make  such  transfer  or  such  sale,  or  who  shall  deliver  the  stock  or  the 
merchandise  or  a  memorandum  or  other  evidence  of  sale,  without  having 
the  proper  stamps  affixed,  witli  intent  to  evade  the  law,  shall  be  guilty 
of  a  misdemeanor  and  shall  pay  a  fine  of  not  more  than  $1,000  or  be 
imprisoned  for  not  more  than  six  months,  or  both.  Fraudulently  using 
stamps  of  insufficient  value  or  fraudulently  using  forged  stamps  or 
effacing  the  marks  of  cancellation  of  a  used  stamp  is  a  misdemeanor  and 
subjects  the  wrongdoer  to  a  fine  of  $1,000,  or  imprisonment  for  not  more 
than  five  years,  or  both. 

250.  Canceling  Stamps:  Penalties.  The  person  using  or  affixing  a 
stamp  shall  write  or  stamp  thereon  or  perforate  therein  the  initials  of 
his  name  and  the  date  upon  whicli  the  stamp  is  affixed.  Stamps  of  the 
value  of  10c  or  more  must  in  addition,  except  where  perforated,  have 
three  parallel  incisions  made  lengthwise  through  the  stamp  after  it  is  at- 
tached to  the  document.  A  person  acting  on  behalf  of  another  person 
or  a  corporation  may  use  the  initial  or  symbol  of  the  person  or  corpora- 
tion for  whom  he  acts.  The  stamp  should  be  effectually  canceled  so  that 
it  may  not  again  be  used.     Using  a  stamp  without  effectually  canceling 
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or   obliterating  it  is  a  misdemeanor,  punishable   by   fine   of  not   more 
than  $100. 

251.  Effect  of  Failure  to  Affix  Stamps.  Instruments  are  not  void  or 
invalid  by  reason  of  the  fact  that  they  have  been  issued  without  the 
stamp  required  by  the  "War  Tax  Law.  The  federal  government  is  without 
authority,  under  our  Constitution,  to  control  the  proceedings  of  the 
state  courts,  and,  therefore,  does  not  have  the  right  to  prohibit  the  bring- 
ing of  suits  upon  unstamped  documents  nor  to  prevent  their  being  re- 
ceived in  evidence.  Likewise,  the  state  governments  have  control  of 
the  transfer  of  property,  and  the  federal  government  can  not  fix  condi- 
tions upon  which  deeds  and  conveyances  shall  be  operative.  Nor  may 
the  federal  government  control  the  official  acts  of  the  public  officers 
of  the  states  by  requiring  such  oificers  to  determine  whether  an  instru- 
ment has  been  properly  stamped,  or  by  directing  what  instruments  shall 
be  recorded  or  filed.  But  no  suit  may  be  brought  in  a  federal  court  upon 
an  instrument  which  lacks  the  required  stamps,  nor  will  such  an  instru- 
ment be  received  for  filing  or  record  by  any  federal  government  officer. 
Many  state  government  officers,  even  though  not  compelled  so  to  do,  will 
refuse  to  receive  or  recognize  unstamped  instruments,  or  will  advise 
against  making  public  record  of  the  fact  that  the  law  has  been  violated. 
Banks  will,  of  course,  refuse  to  accept  unstamped  time  drafts  or  notes, 
because  of  the  penal  provisions  of  the  law,  to  which  they  are  subject,  and 
transfer  agents  will  likewise  refuse  to  perfect  the  transfer  of  corporate 
stocks  if  the  tax  has  not  been  paid.  There  appears  to  be  no  reason  why 
an  unstamped  instrument  may  not  be  stamped  at  any  time  by  any  person 
having  an  interest  therein.  Such  stamping  would  not  absolve  any  person 
for  prior  violations  of  the  act. 

252.  Government  Documents.  Instruments  issued  by  any  government 
are  exempt.  Bonds,  conveyances,  or  other  taxable  instruments  are 
exempt  from  the  stamp  tax  when  issued  in  the  exercise  of  a  govern- 
mental, taxing,  or  municipal  function  by  the  United  States  or  any  de- 
partment of  the  federal  government,  by  any  foreign  government,  by  any 
state,  county,  or  subdivision  of  the  state,  or  by  any  city  assessment  dis- 
trict, or  other  municipal  corporation. 

(1).    Bonds  of  Indebtedness. 

253.  Bonds,  Debentures,  and  Certificates  of  Indebtedness.  This  classi- 
fication of  taxable  instruments  is  intended  to  include  all  formal  evidences 
of  indebtedness,  whether  issued  by  an  individual  or  corporation,  of  the 
kind  commonly  known  as  "securities."  While  not  essential,  the  follow- 
ing features  are  characteristic  of  such  instruments:  They  mature  after 
a  relatively  long  period,  five  years  or  more;  they  may  be  declared  due 
upon  a  default  in  interest;  they  are  secured  by  an  indenture  of  trust 
and  bear  a  trustee's  certificate;  they  are  issued  in  series  and  are  num- 
bered; an  engraved  or  lithographed  instrument  is  issued;  coupons  for 
the  collection  of  interest  are  attached;  they  are  transferrable  by  delivery, 
but  registration  is  provided  for;  they  may  bo  enforced  only  by  the 
trustee  or  by  the  holders  of  a  majority  of  the  issue.  "Gold  Notes"  of 
corporations,  having  these  characteristics,  arc  taxable  as  bonds  rather 
than  as  promissory  notes.  The  notes  ordinarily  issued  by  an  individual 
in  connection  with  a  mortgage  would  not  be  considered  to  be  bonds, 
but  where  instruments  embodying  some  of  the  above  features  are  issued 
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by  au  individual  for  the  purpose  of  sale  to  investors  they  would  be 
classified  as  bonds  and  not  as  notes.  The  traditional  form  of  bond 
bears  a  seal  and  begins  with  words  like  the  following:  "Know  all  men 
by  these  presents,  That  John  Doe  is  held  and  firmly  bound  unto  Eichard 
Roe  in  the  sum  of  $500,  for  the  payment  of  which  sum,  well  and  truly 
to  be  made,  he  binds  himself,  his  heirs,  executors,  administrators  and 
assigns,  firmly  by  these  presents. ' '  A  promise  to  pay  in  this  form  would 
be  a  bond  and  not  a  note,  but  the  absence  of  this  form  would  not  con- 
clusively determine  that  the  instrument  was  not  a  bond,  as  many  bonds 
are  issued  in  other  forms.  Debenture  is  a  word  of  very  indefinite  mean- 
ing, but  it  usually  refers  to  a  general  obligation  of  a  corporation,  often 
unsecured.  A  certificate  of  indebtedness  would  include  any  formal 
acknowledgment  of  indebtedness.  Eeceivers'  certificates  are  taxable 
under  this  description.     Bankers'  certificates  of  deposit  are  not  included. 

254.  Transfer.  There  is  no  tax  upon  the  transfer  of  bonds,  but  only 
upon  the  issue  and  renewal 

255.  Penal  Bonds.  Where  a  bond  of  indebtedness  is  issued  in  a 
penal  sum,  the  amount  of  tax  is  determined  by  the  amount  secured,  and 
not  the  amount  of  the  penal  sum.  A  bond  for  a  penal  sum,  conditioned 
upon  the  doing  of  some  act  other  than  the  payment  of  a  debt,  is  not 
a  bond  of  indebtedness  but  is  taxed  under  the  classification  of  "Other 
Bonds." 

256.  Place  for  Stamp.  The  law  requires  that  the  bond  be  stamped 
when  issued.  But  the  regulation  issued  by  the  Treasury  Department 
authorizes  the  stamping  of  the  indenture  or  trust  deed.  In  such  case, 
the  bonds  should  bear  a  notation  to  the  effect  that  the  stamps  had  been 
placed  upon  the  indenture. 

(2)     Other  Bonds. 

257.  Defined.  The  instruments  taxed  under  this  heading  include  all 
bonds,  or  obligations  of  the  nature  thereof,  without  regard  to  form,  sealed 
or  unsealed,  with  or  without  sureties,  given  to  indemnify  for  loss,  dam- 
age, or  liability,  or  for  the  doing  or  not  doing  of  anything  therein  speci- 
fied.This  also  includes  all  undertakings,  proposals,  or  agreements  of  every 
character,  promising  indemnity  or  guaranteeing  validity  to  any  person 
or  thing,  all  policies  of  guaranty  or  fidelity  insurance,  and  title  guaranty 
and  mortgage  guaranty  policies.  If  such  instrument  is  issued  for  a 
premium  the  tax  is  Ic  for  each  $100  of  the  premium  charged;  in  other 
cases,  it  is  50c  for  each  instrument.  From  this  definition,  there  should 
be  excluded  instruments  not  under  seal  and  without  sureties,  wiiieh 
impose  upon  those  executing  them  no  liabilities  other  than  those  auto- 
matically imposed  by  law.  Illustrations  are  applications  for  surety 
bonds,  in  which  the  applicant  agrees  to  idemnify  the  surety  company  for 
loss  under  the  bond  applied  for,  agreements  by  "shippers  to"  hold  railroads 
harmless  for  losses  resulting  from  the  payment  of  claims  without  the 
presentation  of  original  bills  of  lading,  agreements  by  depositors  to  hold 
I)ank3  harmless  on  account  of  payments  upon  pass-books,  checks,  etc., 
which  have  been  lost,  and  other  instruments  of  similar  character.  How- 
ever, if  an  instrument  of  this  kind  is  issued  with  sureties  it  would  be 
subject  to  the  tax. 
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258.  Bonds  in  Legal  Proceedings.  The  exception  for  bonds  required 
in  legal  proceedings  applies  not  only  to  the  bonds  required  to  be  filed 
in  replevin  and  attachment  suits,  in  injunction  proceedings,  and  upon 
appeals,  but  also  to  bail  bonds  in  criminal  proceedings  and  to  the  bonds 
required  of  receivers,  executors,  guardians,  and  all  other  persons  under 
judicial  control.  Legal  proceedings  in  both  the  federal  and  the  state 
courts  are  included.  Bonds  required  by  law,  otherwise  than  in  the 
course  of  a  legal  proceeding,  such  as  brewers'  bonds,  customs  bonds, 
contractors'  bonds,  etc.,  are  not  exempt. 

259.  Sends  of  Public  Officers..  For  constitutional  reasons,  the  tax 
does  not  apply  to  the  bonds  required  by  law  to  be  given  by  the  officers 
or  employees  of  a  state  government  or  a  political  subdivision  of  a  state, 
such  as  county  treasurers,  sheriffs,  recorders,  notary  publics,  etc.,  nor 
to  the  bonds  required  as  the  condition  of  securing  some  franchise  or 
privilege  from  the  state,  such  as  a  saloon  license,  nor  to  bonds  given  for 
the  protection  of  the  state  or  a  subdivision.  Bonds  required  by  federal 
law  from  officers  of  the  United  States  government,  and  bonds  given  for 
the  protection  of  the  United  States  are  taxable. 

(3)     Stock. 

260.  Par  Value.  Where  stock  has  par  value  the  amount  of  tax  is 
determined  by  the  par  or  face  value  of  each  certificate  of  stock,  and 
not  by  the  value  of  each  share.  A  single  stock  certificate  may  cover 
25  shares  of  stock  of  the  face  or  par  value  of  $10  per  share.  (Face  or 
par  value  are  interchangeable  terms.)  The  stamps  required  will  be  three 
5c  stamps  upon  the  issue  of  the  certificate,  or  three  2c  stamps  upon  the 
transfer,  as  the  case  may  be,  one  for  each  $100  or  fraction  of  par  value 
of  the  certificate,  and  not  twenty-five  5c  or  2c  stamps,  as  would  be  the 
case  if  there  were  one  for  each  $100  or  fraction  of  par  value  of  each 
share.  On  a  certificate  for  5  shares  of  the  par  value  of  $10  per  share, 
the  tax  would  be  5c  for  issue  and  2c  for  transfer  Face  value  or  par 
value  is  a  nominal  value  only,  and  is  not  affected  by  actual  value  or 
amount  paid  in.  For  example,  the  par  value  of  stock  will  be  $100  per 
share  if  it  is  so  designated,  even  though  it  may  have  been  issued  for 
$10  and  may  since  have  become  worthless. 

261.  No  Par  Value.  Where  the  stock  has  no  par  value  the  amount 
of  tax  is  determined  by  the  actual  value  of  each  share.  If  the  capital 
stock  is  isucd  in  exchange  for  property,  then  the  actual  value  of  the 
property,  divided  among  the  sliares,  represents  the  actual  value  of  eadi 
share.  If  the  stock  is  sold  or  offered  for  subscription  at  a  fixed  price 
per  share,  such  as  $5  or  $10,  then  that  price  is  the  actual  value.  When 
the  stock  is  issued,  stamps  arc  to  be  affixed  to  the  stock  book  at  the 
rate  of  5c  for  each  $100  or  fraction  thereof  of  such  actual  value  of 
each  share.  If  one  certificate  is  issued  for  100  shares,  which  have  been 
subscribed  for  at  $5  per  share,  the  tax  is  $5;  on  a  certificate  for  25  shares 
the  tax  is  $1.25;  and  on  a  certificate  for  5  shares  the  tax  is  25c.  So  also, 
ia  the  case  of  transfer  of  stock  without  par  value,  the  tax  is  measured 
by  the  .ictiial  value  of  each  share  and  not  by  the  value  of  the  certificate. 
Upon  the  transfer  of  a  certificate  for  5  shares  of  an  actual  value  of  $5 
per  share  the  tax  would  be  10c,  or  2c  for  each  $100  or  fraction  thereof  of 
value  of  each  share. 
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262.  Where  to  Place  the  Stamp.  The  stamp  representing  the  tax  im- 
posed upon  the  issue  of  stock  is  to  be  affixed  to  the  stubs  of  the  stock 
book,  from  which  the  certificates  are  detached,  and  not  upon  the  certifi- 
cates themselves.  Where  stock  is  transferred  by  an  endorsement  upon 
the  certificate  by  the  owner,  naming  the  transferee,  the  stamp  should  be 
placed  upon  the  certificate  endorsed  and  not  upon  the  new  certificate 
issued  by  the  transfer  agent.  In  case  of  an  agreement  to  sell  stock, 
or  a  sale  with  transfer  by  delivering  the  certificate  endorsed  in  blank, 
the  law  requires  the  seller  to  make  and  deliver  to  the  buyer  a  memoran- 
dum of  sale,  to  which  the  stamp  is  to  be  affixed.  Where  the  transfer  is 
shown  only  by  the  books  of  the  company,  as  where  no  certificates  are 
issued,  the  stamp  is  to  be  placed  upon  the  stock  book  of  the  company. 
Special  overprinted  stamps  must  be  used  for  transfers  made  at  exchanges. 
Persons  engaged  in  selling  stock  and  clearing  houses  handling  such  sales 
must  keep  prescribed  records  and  render  monthly  Eeturns.  See  Regula- 
tions No.  40. 

263.  Building  and  Loan  Associations  and  Mutual  Companies.  No 
stamp  taxes  are  imposed  upon  stocks  and  bonds  issued  by  any  co-opera- 
tive building  and  loan  association,  which  is  operated  exclusively  for  the 
benefit  of  its  members  and  makes  loans  only  to  its  shareholders.  The 
stocks  and  bonds  issued  by  mutual  ditch  or  irrigating  companies  are 
also  exempt.  This  exemption  includes  the  transfer  of  such  stocks,  as 
well  as  the  original  issue,  but  does  not  extend  to  any  other  form  of 
taxable  instrument;  for  instance,  deeds  made  or  promissory  notes  issued 
by  a  building  and  loan  association  would  be  subject  to  the  tax.  The 
exemption  also  is  limited  to  the  organizations  described,  and  would  not 
apply  to  mutual  or  co-operative  associations  of  any  other  kind,  or  for 
any  other  purpose.  For  example,  stocks  or  bonds  issued  by  a  mutual 
cemetery  company  or  by  a  fraternal  beneficiary  society  would  be  subject 
to  the  tax. 

264.  Federal  Reserve  Bank  and  Farm  Loan  Act  Securities.  The  issue 
and  transfer  of  stock  of  the  Federal  Reserve  Banks,  bonds,  and  certifi- 
cates of  stock  issued  under  the  Federal  Farm  Loan  Law,  and  transfers 
of  such  certificates  are  exempt  from  stamp  tax. 

265.  Unincorporated  Associations.  The  tax  upon  stock  applies  to 
shares,  certificates  of  profits,  certificates  of  interest  in  property,  and 
similar  instruments,  whether  issued  by  incorporated  companies,  joint 
stock  associations,  Massachusetts  Trust,  and  similar  associations  (see  par. 
22).   There  is  no  distinction  made  here  for  personal  service  corporations. 

266.  Reorganization  or  Exchange  of  Stock.  Stock  issued  in  exchange 
for  stock  of  another  company  or  in  a  reorganization  is  subject  to  the 
tax.  A  company  gives  up  its  charter  and  reorganizes  under  the  laws  of 
another  state  and  the  stockholders  receive  shares  in  the  new  company 
in  exchange  for  their  holdings  in  the  old  company.  The  new  shares  are 
subject  to  the  tax  of  5c  per  $100  (par  value)  because  they  are  in  fact 
newly  issued,  even  though  given  in  exchange  for  stock  instead  of  money. 
In  a  consolidation  or  merger,  there  is  a  tax  upon  the  issue  of  new  certifi- 
cates by  the  consolidated  corporation  in  exchange  for  a  like  amount  of 
stock  in  the  consolidating  corporations,  but  there  is  no  taxable  transfer. 
Where  new  stock  of  the  same  company  is  issued,  as  where  common  stock 
is  changed  into  preferred  or  where  the  par  value  of  shares  is  changed. 
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witli  no  increase  in  the  amount  of  stock,  there  is  no  tax.  Where  there 
is  no  new  stock  the  tax  does  not  apply  merely  to  the  issue  of  new  certifi- 
cates, as  where  the  name  of  the  company  or  the  form  of  the  certificate 
is  changed.  The  issue  of  new  stock  upon  an  increase  of  capital  or  stock 
dividend,  or  in  exchange  for  convertible  bonds  previously  outstanding 
is  subject  to  tax. 

267.  Transfer  Without  Change  of  Ownership.  The  tax  is  upon  both 
the  sale  of  stock  and  the  transfer  of  the  title.  It  is  therefore  not 
necessary  that  there  should  be  a  change  of  ownership,  but  the  tax  applies 
to  the  transfer  of  legal  title  from  one  trustee  to  another  in  the  same 
trust,  to  a  stockholders'  committee,  etc.  If  the  stock  is  transferred 
it  is  not  necessary  that  there  be  a  transfer  of  the  certificates  or  on  the 
books;  the  transfer  from  a  deceased  person  to  the  heir  or  legatee  is  tax- 
able, but  not  the  transfer  to  executor  or  administrator.  There  is  no  tax 
upon  the  issue  of  new  certificates  to  the  same  holder.  Thus  where  there 
is  a  sale  of  some  of  the  shares  represented  by  a  single  certificate,  and 
two  new  certificates  are  issued,  one  to  the  buyer  and  one  to  the  original 
owner  for  the  balance  of  the  stock,  the  tax  is  incurred  only  upon  the 
shares  sold  and  not  upon  the  certificate  issued  for  the  shares  retained  by 
the  original  owner. 

268.  Transfer  Made  Without  Consideration.  It  is  not  necessary  that 
a  transfer  be  a  sale.  If  a  man  gives  stock  to  his  son  or  wife,  or  if  a 
trustee  distributes  stock  among  the  beneficiaries  of  a  trust,  or  if  an 
executor  delivers  stock  in  discharging  a  legacy,  there  is  in  each  case 
a  taxable  transfer.  Where  stock  is  deposited  with  a  trustee  under  a 
voting  trust  or  similar  agreement,  there  is  a  taxable  transfer  if  the 
transaction  actually  vests  the  legal  title  to  the  stock  in  the  trustee.  In 
such  a  case  the  transfer  back  to  the  original  owners,  at  the  termination 
of  the  trust,  is  also  subject  to  the  tax.  Delivery  of  a  certificate  endorsed 
in  blank  is  taxable;  transfer  of  record  is  not  essential. 

269.  Transfers  Between  Brokers  and  Their  Customers.  The  present 
law  expressly  provides  that  there  shall  be  no  tax  upon  the  delivery  or 
transfer  of  record  of  stock  to  a  broker  to  be  sold,  or  from  a  broker  to 
the  customer  for  whom  the  stock  was  purchased,  if  a  certificate  is  made 
at  the  time  of  the  transfer  setting  forth  the  fact.  This  exception  does 
not  apply  to  a  transfer  between  brokers,  nor  to  a  transfer  by  a  broker  of 
stock  which  he  originally  bought  upon  his  own  account  and  later  sold 
to  a  customer,  nor  to  a  transfer  to  a  broker  of  stock  which  he  has 
bought  outright,  but  applies  only  where  the  parties  are  in  the  relation 
of  principal  and  broker  as  to  the  stock  in  question.  The  certificate 
should  state  that  the  broker  had  no  ownership  of  the  stock. 

270.  Short  Sales.  There  are  four  taxable  transfers  in  the  so-called 
"short  sale,"  viz:  (1)  the  short  sale  itself;  (2)  the  transfer  of  borrowed 
stock  to  the  trader  to  be  used  to  complete  delivery;  (3)  the  purchase  by 
the  trader  of  stock  to  return  in  payment  for  the  stock  borrowed;  (4)  the 
transfer  of  the  new  stock  from  the  trader  to  the  lender  of  the  borrowed 
stock. 

271.  Transfer  of  Stock  as  Collateral.  The  law  expressly  provides 
that  there  should  be  no  tax  upon  an  agreement  evidencing  a  deposit 
of  stock   certificates   as   collateral   security    for    money   loaned   thereon, 
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uor  upon  the  delivery  of  certificates  or  transfer  to  the  name  of  a  trustee 
or  pledgee  for  that  purpose.  If  there  is  a  foreclosure  upon  the  collateral 
because  of  a  default  in  the  payment  of  the  loan,  the  tax  must  be  paid 
whether  the  stock  is  sold  to  a  third  person  or  whether  it  is  merely  for- 
feited to  the  trustee  or  pledgee  who  is  already  the  nominal  owner. 

272.  Transfer  of  Stock  to  Trustees  Under  Voting  Trust.  Where 
stock  is  transferred  to  the  trustees  under  a  voting  trust  or  similar  hold- 
ing arrangement,  whether  by  delivery  only  or  by  transfer  on  the  corpora- 
tion's  books,  the  tax  applies,  as  there  is  actually  a  change  of  legal  title. 
There  is  also  a  tax  upon  the  transfer  of  a  certificate  issued  by  such 
trustees,  on  the  theory  that  such  certificate  represents  the  stock,  but  this 
is  not  entirely  consistent  with  the  ruling  that  the  title  to  the  stock  is 
in  the  trustees,  where  it  would  of  course  remain  notwithstanding  any 
transfer  of  the  trustees'  certificate. 

273.  Retirement  of  Stock.  There  is  no  taxable  transfer  of  stock 
where  it  is  surrendered  to  the  corporation  for  cancellation  and  retire- 
ment. A  transfer  to  the  corporation  is  taxable  where  the  stock  is  kept 
in  force  and  is  held  as  treasury  stock,  available  for  reissue. 

274.  Transfer  of  Stock  of  Foreign  Corporation.  When  stock  of  a 
foreign  corporation  is  sold  or  delivered  within  the  United  States,  the 
transfer  is  subject  to  the  tax  as  in  the  case  of  stock  of  domestic 
companies. 

275.  Transfer  of  Subscription  Rights  or  Warrants.  A  certificate 
entitling  a  stockholder  to  subscribe  for  a  certain  amount  of  additional 
stock  at  a  stated  price  is  not  a  certificate  of  stock  and  a  transfer  of 
such  a  certificate  is  not  within  the  tax  law.  But  where  the  right  has 
been  paid  for  and  the  warrant  may  be  at  once  presented  to  the  transfer 
agent  in  exchange  for  stock  certificates,  a  transfer  of  such  receipted 
warrant  is  regarded  as  a  transfer  of  stock.  The  same  rule  applies  to 
the  transfer  of  a  right  to  receive  a  stock  dividend  already  declared. 
In  such  a  case  there  would,  of  course,  be  a  further  tax  upon  the  issue 
of  the  stock.  If  the  warrant  were  in  the  name  of  a  broker  or  agent, 
and  the  stock  was  issued  in  the  name  of  the  real  owner,  there  would  be 
no  taxable  transfer.  The  same  is  true  where  stock  is  issued  in  exchange 
for  bonds  in  the  name  of  the  actual  owner,  although  the  certificate  of 
dsposit  or  receipt  for  the  bonds  was  issued  in  the  name  of  a  broker  or 
agent. 

(4)     Sale  of  Products. 

276.  Sales,  on  Exchange  or  Board  of  Trade,  for  Future  Delivery. 
On  every  sale,  agreement  of  sale,  or  agreement  to  sell  products  or  mer- 
chandise upon  an  exchange,  board  of  trade,  or  similar  place,  for 
future  delivery,  there  is  a  tax  of  2c  upon  the  first  $100  or  fraction 
thereof.  There  would  be  no  tax  if  the  value  of  the  merchandise  sold 
was  less  than  $100.  The  value  of  the  merchandise  is  the  same  as  the 
price  at  which  it  was  sold,  since  only  sales  in  an  open  and  public  market 
are  here  involved.  A  so-called  "privilege,"  which  is  a  Jsinding  agree- 
ment to  sell  at  the  election  of  the  buyer,  who  is  under  no  obligation  to 
buy,  is  held  by  the  Treasury  Department  to  be  subject  to  the  tax.  The 
tax  applies  to  cotton  exchanges,  grain  exchanges  and  boards  of  trade, 
tobacco   auctions,  and  live   stock   markets.     "Similar  places"   are   all 
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established  common  and  open  markets,  where  more  than  one  person  ia 
authorized  to  deal,  under  the  direction  and  control  of  an  organization 
or  association.  Stock  exchanges  and  real  estate  sales  boards  are  not 
included  because  the  law  is  limited  to  "products  and  merchandise." 
If  a  sale,  nominally  for  immediate  delivery,  were  made  without  any 
actual  intention  to  make  delivery  but  with  the  expectation  that  a  money 
settlement  would  be  made,  it  would  of  course  be  subject  to  the  tax. 
If  the  seller  is  free,  under  the  contract,  to  make  delivery  at  any  time, 
the  sale  would  be  for  future  delivery,  even  though  delivery  was,  in 
fact,  made  at  once.  A  delivery  of  bill  of  lading,  warehouse  receipt,  or 
other  document  representing  title  to  existing  merchandise,  would  amount 
to  a  delivery  of  the  merchandise.  The  tax  does  not  apply  to  so-called 
* '  transferred  or  scratch  sales, ' '  which  are  sales  that  are  canceled,  as  to 
either  party,  by  a  later  transaction  with  the  opposite  effect  made  on  the 
same  day,  at  the  same  price,  and  on  the  same  exchange.  There  is  also 
an  express  exemption  for  transfers  to  a  clearing  house. 

277.  Memorandum  of  Sale.  Under  the  law,  it  is  the  obligation  of 
the  seller,  in  every  sale  of  products  or  merchandise  upon  an  exchange 
for  future  delivery,  to  make  and  deliver  to  the  buyer  a  bill  or  memoran- 
dum to  evidence  the  transaction,  and  to  affix  thereto  the  stamps  required 
to  pay  the  tax.  The  memorandum  shall  show  the  date,  the  name  of  the 
seller,  the  amount  of  the  sale,  and  the  thing  sold.  Any  seller,  or  his 
agent  or  broker,  who  delivers  the  merchandise  or  the  memorandum  of 
sale  without  the  payment  of  the  tax,  with  intent  to  evade  the  law,  is 
subject  to  fine  of  not  more  than  $1,000  or  imprisonment  of  not  more 
than  six  months,  or  both.  No  penalty  is  imposed  upon  the  buyer,  except 
the  general  penalty  of  not  more  than  $100  for  accepting  a  taxable  instru- 
ment without  the  full  amount  of  the  tax  being  paid. 

278.  Eetums  and  Records.  Persons  engaged  in  making  sales  of  this 
kind,  and  clearing  houses  handling  such  sales  must  keep  prescribed  rec- 
ords and  render  monthly  Eeturns.  See  Regulations  No.  40.  Upon  secur- 
ing special  permission,  the  stamps  may  be  attached  to  said  Return,  but 
the  required  memoranda  must  nevertheless  be  made.  Special  overprinted 
' '  Future  Delivery  Stamps ' '  must  be  used. 

(5)     Promissory  Notes  and  Drafts. 

279.  Defined.  Any  written  and  signed  promise  by  a  person,  firm,  or 
corporation  to  pay  a  sum  of  money  in  the  future  is  a  promissory  note, 
but  the  regulations  cover  only  an  unconditional  promise  to  pay  a  sum 
certain,  at  a  fixed  or  determinable  time.  Any  written  and  signed  order 
to  any  named  person  (including  the  drawer)  to  pay  a  sum  of  money, 
whether  or  not  accepted  by  such  person,  is  a  draft.  Promissory  notes 
under  seal  are  included,  and  it  may  be  difficult  in  certain  cases  to  dis- 
tinguish between  such  an  instrument  and  a  bond,  the  characteristics  of 
which  have  already  been  described.  The  instrument  which  has  recently 
been  grooving  so  rapidly  in  commercial  importance,  the  trade  acceptance, 
will  be  subject  to  tax  as  a  draft  when  payable  otherwise  than  at  sight 
or  on  demand,  as  will  all  other  forms  of  the  bill  of  exchange.  A  draft 
payable  "at  sight  on  arrival  of  car"  or  containing  a  memorandum  to 
hold  until  arrival  of  car  is  taxable  but  a  sight  draft  with  bill  of  lading 
attached  is  not.  A  sight  draft  does  not  become  taxable  because  it  is 
accompanied  by  instructions  outside  the  instrument  to  defer  preaentment 
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until  arrival  of  goods  or  some  other  time.  A  sight  draft  may  become 
subject  to  tax  if  it  is  accepted  payable  at  a  future  date.  The  instru- 
ment should  be  stamped  when  drawn  or  issued  and  the  acceptance  of  a 
draft  does  not  require  an  additional  stamp.  Certificates  of  deposit  issued 
by  banks  or  trust  companies,  whether  due  on  time  or  demand,  are  not 
subject  to  the  tax.  A  promissory  note  is  subject  to  this  tax  even  though 
it  is  payable  at  sight  or  on  demand.  There  is  no  minimum  amount.  The 
tax  will  not  apply  to  a  draft  by  one  officer  of  a  corporation  upon  the 
treasurer,  since  these  are  regarded  as  mere  vouchers,  drawn  and  payable 
by  the  corporation  itself,  and  not  properly  included  in  the  term  "draft." 
The  transfer  or  endorsement  of  notes  or  drafts  is  not  subject  to  tax. 
The  tax  does  not  apply  to  notes  secured  by  the  pledge  of  not  less  than 
an  equal  amount  in  par  value  of  bonds  of  the  United  States  issued  after 
April  24,  1917,  or  secured  by  the  pledge  of  notes  themselves  so  secured. 
A  draft  covering  exports  and  constituting  an  inherent,  necessary,  and 
bona  fide  part  of  the  process  of  exportation  is  exempt. 

280.  Face  Value.  The  amount  of  the  tax  is  based  upon  the  face 
value  of  the  instrument,  and  it  is  immaterial  that  the  face  value  includes 
both  the  principal  of  the  loan  and  the  interest.  Where  the  note  is  for  a 
given  sum,  with  interest,  the  interest  is  not  to  be  included  in  the  face 
value. 

281.  Accommodation  Notes.  A  note  is  sometimes  made  for  the 
accommodation  of  the  payee,  in  which  ease  it  is  delivered  to  him  to  be 
discounted  or  negotiated  and  he  is  not  entitled  to  enforce  it  against 
the  maker. '  Nevertheless,  the  note  is  an  actual  obligation  of  the  maker 
and  is  taxable  as  such,  upon  the  issue  and  delivery  of  the  note  by  the 
maker. 

282.  Renewals.  There  is  a  tax  upon  the  renewal  of  a  note  or  draft, 
as  well  as  upon  the  first  issue.  Any  agreement  which  binds  the  holder  of 
the  instrument  to  allow  the  debtor  more  time  to  pay  it  is  a  renewal,  but 
a  mere  neglect,  failure,  or  forbearance  to  enforce  payment,  or  an  agree- 
ment to  allow  an  extension  not  based  upon  a  consideration,  is  not  a 
renewal. 

283.  Interest  Notes.  Where  separable  promissory  notes  or  coupons 
are  issued  for  installments  of  interest  upon  a  promissory  note  taxed 
under  this  item  of  the  schedule,  they  are  taxable,  whether  attached  to 
or  separate  from  the  principal  note,  and  whether  or  not  they  impose  any 
additional  obligation.  But  where  such  notes  are  attached  to  and  form 
a  part  of  a  bond  of  indebtedness  and  impose  no  obligation  not  resulting 
from  such  bond,  they  are  not  taxable. 

284.  Policy  Loan  Agreements  and  Premium  Extension  Notes.  The 
borrower  upon  a  life  insurance  policy  usually  signs  an  agreement  which 
contains  a  promise  to  pay  but  which  further  provides  that  in  case  of 
non-payment,  the  remedy  of  the  insurance  company  shall  be  limited  to 
deducting  the  amount  due  from  the  sum  payable  under  the  policy  or  as 
dividends,  or  to  canceling  the  policy  and  substituting  paid-up  insurance. 
So  also,  premiums  on  insurance  policies  are  often  paid  with  a  note, 
promising  to  pay  at  a  certain  date,  but  further  providing  that  in  case  of 
non-payment  the  only  remedy  shall  be  the  cancellation  of  the  policy  or 
the  deduction  of  the  amount  due.    Since  such  instruments  do  not,  in  fact. 
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create  any  liability  ou  the  part  of  the  maker  enforcible  by  suit  they 
are  not  true  promissory  notes  and  are  not  subject  to  tax.  Where  there 
is  an  unqualitied  promise  to  pay,  the  tax  applies. 

(6)     Conveyance  of  Realty. 

285.  Sales  Only  Are  Taxed.  The  tax  upon  deeds  and  conveyances  is 
not  imposed  upon  transfers  by  way  of  gift  or  otherwise  than  in  case  of 
sale.  The  amount  of  the  tax  is  determined  by  the  ' '  consideration  or 
value  of  the  interest  or  property  conveyed."  As  the  transactions 
affected  are  sales,  the  consideration  will  normally  be  the  measure  of  the 
value  of  the  property  conveyed,  but  if  for  any  reason  the  actual  con- 
sideration is  not  representative  of  the  value,  or  if  it  is  left  open  to  be 
fixed  upon  a  future  contingency,  the  tax  will  be  determined  by  the  value 
of  the  property  which  must  be  ascertained  in  some  other  way.  For 
example,  real  estate  may  be  sold  for  stock  in  a  corporation  which  is  of 
unknown  value.  In  such  a  case  the  value  of  the  real  estate  should  be 
found,  and  not  the  value  of  the  stock.  If  the  consideration  or  value 
of  the  property  is  less  than  $100  there  is  no  tax,  but  if  it  is  more  than 
$100,  the  tax  is  50c  for  each  $500  and  fraction  thereof  of  consideration 
or  value.  If  the  real  estate  is  sold  for  $1,200,  the  tax  is  $1.50.  The 
stamps  should  be  affixed  to  the  deed  and  canceled  by  the  grantor.  In 
the  absence  of  agreement,  the  grantor  should  pay  the  tax.  It  is  imma- 
terial that  the  deed  does  not  state  any  consideration,  or  that  it  states 
a  consideration  which  is  more  or  less  than  that  actually  paid.  It  is  the 
duty  of  the  grantor  to  affix  stamps  covering  the  actual  consideration, 
and  the  recorder  may  require  evidence  that  this  has  been  done.  For 
purposes  of  privacy  a  deed  for  property  actually  sold  for  $5,000  may 
recite  a  consideration  of  $1.00  and  bear  $10  in  stamps,  sufficient  for  a 
$10,000  consideration. 

286.  Date  of  Conveyance.  The  tax  is  upon  the  deed  or  instrument 
conveying  title,  and  not  upon  the  contract  of  sale.  Therefore  the  tax 
must  he  paid  if  the  deed  is  made  while  the  law  is  in  effect,  even  though 
the  contract  was  made  before  the  law  was  passed,  or  even  though  all 
or  part  of  the  purchase  price  was  paid  before  the  law  was  passed  or 
may  be  paid  after  its  repeal.  Conversely,  if  the  deed  was  made  and 
delivered  before  the  Jaw  was  in  effect,  no  tax  is  required  if  the  purchase 
price  is  later  paid  or  if  the  deed  is  later  sought  to  be  recorded  at  a 
time  when  the  law  is  in  effect.  The  effective  date  of  a  deed  is  the  date 
of  its  delivery,  not  that  which  it  recites  or  upon  which  it  was  signed. 
Delivery  is  ordinarily  the  transmission  of  physical  possession  to  the 
grantee,  but  it  may  consist  of  any  act  showing  an  intention  to  make 
the  deed  effective.  Escrow  deeds  are  not  taxable  until  they  are  delivered 
from  escrow. 

287.  Security  for  Debt  Is  Exempt.  A  conveyance  given  as  security 
for  a  debt,  that  is,  a  mortgage,  is  expressly  exempted  from  this  tax.  A 
conveyance  in  payment  of  a  debt  is  in  effect  a  sale,  and  is  taxable. 
A  release  deed  is  exempt. 

288.  Exchange  of  Lands — Payment  by  Notes.  If  there  is  a  sale,  the 
consideration  is  the  price  and  it  is  not  material  how  the  price  is  paid. 
Whether  paid  in  cash,  in  notes,  in  merchandise,  or  in  i other  real  estate, 
the   consideration   is   the   value   delivered   by   the   buyer.     If   t»he  parties 
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agree  upon  valuations  as  the  basis  of  the  transaction,  such  values  will 
be  accepted  as  the  measure  of  tax.  If  notes  are  given  for  part  of  the 
price,  the  tax  must  nevertheless  be  paid  upon  the  whole  price,  without 
deduction  for  the  amount  of  the  notes.  The  same  is  true  where  payment 
of  part  of  the  price  is  merely  deferred  under  the  contract.  To  illustrate: 
a  farm,  valued  at  $20,000,  is  exchanged  for  a  city  house  and  lot  valued 
at  $10,000,  and  $10,000  more,  to  be  paid,  $2,000  the  day  the  deeds  are 
delivered,  $3,000  within  thirty  days,  and  the  remaining  $5,000  on  a  five- 
year  note.  On  the  deed  for  the  city  house  and  lot  there  should  be  $10 
in  stamps,  and  on  the  deed  for  the  farm  there  should  be  $20. 

289.  Encumbrances.  The  consideration  or  value,  by  which  the  tax 
upon  conveyances  is  measured,  is  * '  exclusive  of  the  value  of  any  lien 
or  incumbrance  remaining  thereon  at  the  time  of  sale."  If  premises 
valued  at  $10,000  are  sold  for  $6,000  subject  to  a  prior  outstanding 
mortgage  for  $4,000,  it  is  obvious  that  the  consideration  is  $6,000  and  the 
tax  should  be  $6.  It  is  important  to  notice  that  the  encumljrance  must 
be  one  which  is  in  existence  at  the  time  of  the  sale  or  conveyance.  No 
deduction  may  be  made  for  a  purchase  money  mortgage  placed  on  the 
property  at  the  time  of  sale.  Where  a  mortgagee  buys  at  foreclosure 
sale,  the  mortgage  is  extinguished  and  is  not  "remaining  thereon  at  the 
time  of  sale. ' '  Therefore,  the  tax  must  be  paid  upon  the  amount  bid, 
which  will,  in  some  cases,  include  the  amounts  payable  as  interest 
and  costs. 

290.  Conveyances  Not  Taxable.  The  following  typical  cases  of  con- 
veyances would  not  require  any  stamp  tax:  (1)  Quitclaim  deed  for  the 
purpose  of  clearing  up  defects  in  title,  when  not  given  for  a  substantial 
consideration  and  not  conveying  any  substantial  title.  (2)  Deed  from 
husband  to  wife,  as  a  gift  or  merely  to  change  the  nominal  ownership. 
(3)  Deed  to  a  "straw  man"  to  hold  title  without  any  actual  ownership 
or  to  make  an  immediate  convej^ance  to  a  third  person.  (4)  Deed  of 
trust,  whether  to  secure  a  debt  or  to  pay  rents  and  profits  to  named 
beneficiaries,  not  purchasers.  (5)  Trustee's  deed  to  beneficiaries.  (6) 
So-called  deeds  which  convey  no  title  to  real  estate,  as  deeds  to  burial 
sites  which  merely  give  a  right  to  bury  persons,  erect  monuments,  etc. 
(7)  Partition  deeds,  dividing  land  among  owners  of  undivided  interests, 
and  deeds  correcting  or  locating  boundary  lines.  Leases  are  exempt. 
A  deed  of  land  not  located  in  the  United  States  or  its  territories  is  not 
taxable  even  though  executed  in  this  country  by  parties  who  a^re  citizens 
and  residents. 

291.  Conveyance  by  State  or  by  Officer  of  Court,  Where  a  state  is 
the  grantor  in  a  conveyance,  no  tax  is  required.  Where  a  court  appoints 
a  master  or  referee  to  sell  property  as  under  a  foreclosure  decree,  the 
deed  to  the  purchaser  must  be  stamped.  The  conveyance  is  not  part  of 
the  court  process,  but  is  for  the  benefit  of  the  parties.  As  the  obligation 
to  pay  the  tax  is  primarily  upon  the  grantor,  the  purchaser  should  not 
furnish  the  stamps,  but  the  court  officer  should  do  so  and  should  charge 
the  amount  to  the  expense  of  the  sale. 

(7)     Steamship  Tickets, 

292.  The  duty  to  affix  and  cancel  the  stamp  is  upon  the  person  selling 
and  issuing  the  ticket,  but  the  purchaser  may  be  required  to  pay  the 
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tax.  Tickets  issued  to  employes  of  the  United  States  and  paid  for  by 
the  government,  and  tickets  issued  to  foreign  diplomats  and  consuls  are 
exempt  from  this  tax. 

(8)     Proxy  for  Corporation  Meeting. 

293.  There  is  a  tax  of  lOe  upon  each  proxy  actually  issued  and  ac- 
cepted, whether  used  or  not.  Religious,  educational,  charitable,  and  fra- 
ternal corporations,  incorporated  literary  societies,  and  public  cemeteries, 
are  exempt  from  this  tax.  The  stamp  may  be  affixed  and  canceled  by 
the  person  executing  the  proxy,  or  by  an  officer  or  employee  of  the  cor- 
poration, or  by  the  person  named  in  the  proxy.  It  is  hold  that  the  instru- 
ment is  not  operative  until  accepted,  so  that  if  signed  in  a  foreign 
country  and  sent  into  the  United  States,  it  is  issued  in  this  country  and 
is  taxable.  The  lOe  stamp  is  required  for  instrument,  without  regard 
to  the  number  of  persons  named  or  to  the  number  of  signatures. 

(9)    Power  of  Attorney. 

294.  Any  written  appointment  of  an  agent,  to  perform  any  act  on 
behalf  of  the  grantor  is  a  power  of  attorney  and  is  subject  to  a  2.5c  tax. 
Exceptions  are  here  noted: 

295.  Power  of  Attorney  to  Transfer  Stock.  The  power  of  attorney 
to  have  stock  or  bonds  transferred  on  the  books  of  a  corporation,  whether 
on  the  back  of  the  certificate  or  on  a  detached  paper,  and  whether  ap- 
pointing the  secretary  of  the  company  or  the  transferee  does  not  confer 
any  real  authority  not  vested  in  the  transferee  by  the  transfer  itself, 
and  therefore  such,  a  power  of  attorney  is  not  subject  to  the  25c  tax. 
The  appointment  of  any  other  person,  except  by  the  form  on  the  certifi- 
cate, is  taxable. 

296.  Judgment  Notes.  The  power  to  confess  judgment,  contained  in 
notes  and  leases  and  similar  instruments,  is  held  not  to  constitute  a 
power  of  attorney,  but  is  a  warrant  of  attorney,  and  as  such  is  not 
subject  to  any  stamp  tax. 

297.  Power  of  Sale  in  Mortgages.  Real  estate  and  chattel  mortgages 
and  deeds  of  trust  frequently  authorize  the  mortgagee  to  make  public 
or  private  sale  of  the  mortgaged  property  in  case  of  default,  foreclosing 
without  court  proceedings.  Such  a  power  of  sale  is  not  taxable  because 
it  differs  in  many  ways  from  a  power  of  attorney,  chiefly  in  that  the 
mortgagee  acts  for  his  own  benefit  and  on  his  own  behalf  and  does  not 
represent  the  grantor. 

298.  Powers  in  Connection  with  Assignments.  When  debts,  mort- 
gages, wages,  or  other  rights  are  assigned,  the  instrument  of  assignment 
frequently  confers  upon  the  assignee  power  and  authority  to  perform  in 
the  name  of  the  assignor  whatever  acts  may  be  necessary  to  enforce  the 
debts,  collect  the  wiiges,  or  otherwise  make  effective  the  assignment. 
But  an  assignment  for  a  valuable  consideration  would  of  itself  confer 
upon  the  assignee  all  the  rights  of  the  assignor,  without  express  grant, 
;ind  therefore  such  a  power  of  attorney  is  not  taxable. 

299.  Powers  to  Act  for  Corporations.  As  corporations  can  act  only 
by  agents,  some  one  niu«t  be  authorized  to  perform  every  corporate  act. 
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Frequently  such  authority  is  given  in  the  form  of  a  power  of  attorney 
by  the  Board  of  Directors.  Where  an  officer  of  the  corporation  is  ap- 
pointed, there  is  no  tax  whether  the  appointment  be  general  or  for  a 
special  act.  But  where  a  person  other  than  an  officer  is  appointed,  either 
by  power  of  attorney  or  resolution  of  the  Board  of  Director,  to  repre- 
sent the  corporation  generally  or  to  perform  certain  acts,  such  appoint- 
ment confers  authority  "not  otherwise  vested  in  the  grantee,"  and  is 
subject  to  the  tax. 

300.  Pension  Claims  and  Bankruptcy  Cases.  Powers  to  collect  pen- 
sions, back  pay,  or  claims  from  the  United  States,  or  any  States;  or 
powers  of  attorney  in  bankruptcy  cases  are  expressly  exempt  from 
the  tax. 

(10)     Foreign  Insurance  Policies 

301.  The  insurer,  agent,  or  broker  effecting,  accepting,  placing,  or 
soliciting  the  insurance,  and  the  insured,  are  each  liable  for  the  tax. 
The  stamp  must  be  affixed  to  the  first  instrument  by  which  the  insurance 
is  made  or  renewed,  that  is,  by  which  the  relationship  of  insurer  and 
insured  is  created,  whether  it  be  a  letter  of  acceptance,  cablegram,  or 
other  instrument.  In  case  of  so-called  "open  polices"  or  "open  cargo 
covers,"  where  the  amount  of  the  premium  is  not  definitely  determined 
at  time  of  issuance,  the  stamps  may  be  affixed  to  the  receipts  for  monthly 
or  other  payments,  if  proper  notation  is  made  on  such  receipts  identify- 
ing the  original  instruments  to  which  they  apply.  In  the  case  of  a  binder 
or  other  instrument  whereby  insurance  is  made  or  renewed,  issued  with- 
out agreement  as  to  premium  to  be  charged,  stamps  must  be  affixed  when 
the  amount  of  the  premium  is  determined.  The  person  having  control  or 
possession  of  a  policy  of  insurance,  or  other  instrument,  to  which  docu- 
mentary stamps  shall  be  affixed  according  to  law,  shall  retain  such  instru- 
ment for  the  period  of  two  years  from  the  date  of  issuance  for  the  pur- 
pose of  enabling  revenue  officers  to  verify  the  fact  that  payment 
of  the  full  amount  of  tax  due  thereon  has  been  made.  Any  policy  or 
other  instrument  subsequent  to  or  confirming  a  policy  or  contract  of 
insurance  that  is  created  or  evidenced  by  a  prior  instrument,  shall  bear 
a  notation  designating  such  prior  instrument  and  showing  that  the 
stamps  have  been  affixed  thereto  and  canceled.  In  case  an  instru- 
ment subsequent  to  the  original  provides  for  a  premium  greater  than 
that  provided  for  in  the  original  instrument,  such  subsequent  instrument 
must  have  affixed  thereto  stamps  equal  to  the  tax  imposed  on  the  addi- 
tional premium,  and  all  such  instruments  must  bear  a  notation  of  the 
stamps  affixed  to  the  original.  This  rule  applies  to  riders,  endorsements 
or  other  forms  attached  to  or  forming  part  of  the  original  or  subsequent 
instruments  where  these  forms  provide  for  a  payment  of  premium  greater 
than  theretofore  charged. 

ILLUSTRATIVE  CASES 

1.    Individual  Income  Tax. 

u  ^Pni'o  ^J^  Goods  Store.  Abel  Wse  conducted  a  diy  goods  store.  In  Decem- 
ber 1918.  he  inventoried  his  stock  in  trade  at  §21,000,  which  was  the  cost 
Dunug  1919  he  purchased  $63,000  worth  of  goods  and  sold  a  total  of  $81,000 
in  retail  trade.  In  December,  1919,  his  goods  inventoried  $27,000  at  cost  price 
o?  ^v^"."^**  ^^^  ^^""^  ^*  market  value,  although  he  had  no  more  on  hand  than 
*oAy  **?!?  P  the  previous  inventory.  During  the  year  his  family  has  used 
?247   worth  of   goods   taken   from   the   stock.     How  will   he   report   his   gross 
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iiKOine?  Answer:  (See  paragraphs  S8,  94,  144,  loO,  131.)  Abel  Wise  will  add 
the  inventory  of  the  stock  on  hand  at  the  first  of  the  year  to  the  purchases, 
making  $84,000,  and  will  deduct  the  inveatory  taken  in  December,  1919,  giving 
a  net  cost  of  $57,000.  This  amount  deducted  from  the  sales  of  $81,000  leaves 
$24,000  as  gross  income.  The  value  of  the  goods  consumed  must  be  added.  lu 
jiddition.  Wise  will  deduct  from  this  his  general  expenses,  losses,  depreciation, 
etc.,  to  determine  his  net  income. 

303.  Landlord.  Christopher  Hansen  owned  an  apartment  house  containing 
three  apartments,  all  of  which  were  heated  by  one  furnace  in  the  basemen f. 
Hansen  lived  in  the  first  floor  apartment  with  his  family  and  rented  the  two 
upper  apartments  for  .$45  a  month  each,  furnishing  the  heat,  light  for  the  halls, 
running  water,  and  a  janitor.  How  should  the  apartment  figure  in  Hansen's 
income  schedule?  Answer:  (See  pars.  88,  136,  144,  155,  185.)  Hansen  must  de- 
termine how  much  of  the  cost  of  the  heat,  light,  running  water  and  janitor 
service  is  attributable  to  his  own  apartment,  and  the  balance  of  such  cost  he 
may  deduct  from  his  gross  income  as  expense.  The  same  proportion  of  the 
depreciation  of  the  building  should  also  be  deducted.  The  entire  amount  re- 
ceived as  rent,  but  not  the  rental  value  of  his  own  apartment,  must  be  included 
in  the  gross  income. 

304.  Professional  Income.  George  Lee  is  a  physician.  He  owns  an  auto- 
mobile which  he  uses  both  in  his  professional  work  and  for  pleasure,  fully 
three-fourth  of  its  use  being  for  business.  During  the  year  the  doctor  spent 
.■^4.37  for  club  and  lodge  dues,  entertainment,  etc.,  $460  attending  medical  con- 
ventions, $36  for  medical  journals  and  dues  for  medical  societies,  and  $300  for 
books  and  instruments  of  a  permanent  value.  How  will  Doctor  Lee  report  his 
net  income?  Answer:  (See  pars.  87,  144,  145,  182,  185.)  The  gross  income  from 
services  will  include  the  professional  fees.  From  tiiis  will  be  deducted  office 
and  traveling  expenses,  three-fourths  of  the  automobile  expense  and  deprecia- 
tion, expenses  of  attending  conventions  and  cost  of  medical  journals  and 
societies.  The  club  dues,  etc.,  are  personal  expenses.  The  cost  of  books  and 
implements  is  not  deductible,  but  the  Doctor  should  carry  a  property  account 
and  charge  off  a  depreciation  and  obsolescence  allowance  upon  such  propert3'. 

305.  Farmer.  Henry  Woodhouse,  a  farmer,  had  the  following  transactions 
among  others  during  1919:  In  the  month  of  May  he  purchased  for  $400  a  breed- 
ing sow  with  a  litter  of  five  young  pigs.  He  sold  the  five  pigs  in  December  for 
a  total  sum  of  $200  cash  and  kept  the  sow.  He  also  bought  some  cattle  for 
feeding  and  resale,  which  he  still  had  on  December  31.  How  must  he  figure 
these  items  in  his  Return?  Answer:  (See  pars.  102,  109,  145,  153.)  Woodhouse 
must  determine  the  cost  of  the  sow  as  apart  from  the  pigs  at  the  time  of  pur- 
chase. The  cost  of  the  sow  must  be  included  in  the  permanent  investment 
account  and  not  as  a  deduction  from  gross  income.  The  profit  on  the  pigs 
must  be  included  in  the  gross  income.  The  expense  of  keeping  and  feeding  the 
pigs  may  be  included  as  part  of  the  general  exi^ense  of  the  farm  on  the  Income 
Tax  Return,  or  if  omitted  there,  may  be  added  to  the  original  cost  in  deter- 
mining profit.  The  cost  of  the  cattle  is  not  deductible,  but  when  thej'  are  sold 
the  profit  or  loss  will  be  then  determined, 

306.  Inadequate  Accounts.  Walter  Bower,  supporting  a  wife  and  mother, 
is  in  the  brick  manufacturing  business.  His  bookkeeping  system  is  very  crude, 
and  he  estimates  his  profits  by  the  annual  increase  in  his  bank  balance  and 
investments.  On  January  1,  1919,  he  estimated  that  his  plant  was  worth  $16,000, 
with  brick  on  hand  worth  $5,000.  He  had  $1,000  in  the  bank,  and  $4,000  draw- 
ing interest  at  7%  in  a  build'ng  and  loan  association.  On  December  31,  1919. 
his  plant  had  depreciated  somewhat  in  value;  his  brick  on  hand  was  worth 
.1(3,500;  his  bank  balance  was  $1,000;  his  building  and  loii  association  deposits 
were  $6,000;  he  had  a  touring  automobile  purchased  fo.  $800  in  May  of  the 
same  year.  He  estimated  his  personal  and  home  expenses  at  .$200  a  month. 
How  shall  he  determine  his  income  tax?  Answer:  (See  pars.  17,  70,  94,  145, 
IJiO,  182.)  Bower  is  required  by  law  to  keep  adequate  records,  but  since  he  has 
not  kept  an  account,  his  income  must  be  estimated.  He  has  spent  during  the 
year,  .$2,400  for  living  expenses,  $800  for  the  automobile,  and  .$2,000  added  to  his 
building  and  loan  investment,  or  $5,200,  which  ho  must  have  received.  On  the 
other  hand,  his  stock  of  brick  is  reduced  $1,.500,  so  that,  as  his  bank  balance 
is  the  same,  his  gross  income  was  probably  .$3,7()0.  and  should  be  so  returned. 
He  is  entitled  to  deduct  from  this  gross  income  the  depreciation  of  his  brick 
plant,  which  would  be,  at  3%,  $480,  leaving  his  net  income  .$3,220.  Deducting 
his  exemption  of  .$2,000  (liis  mother  being  neither  mentallv  nor  physically  de- 
fective) he  must  pay  4%  on  .$1,220,  or  $48.80. 

307.  Securities.  Elam  Stratford,  retired,  living  with  his  wife,  has  an  in- 
come of  $8,000  a  year,  derived  as  follows:     $1,000  from    Pennsylvania    Railroad 
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Stock,  $1,000  from  Middle  East  Utilities  Corporation  Q%  gold  bonds  (guaranteed 
tax  free),  $800  from  Anglo-American  Steamship  Company  bonds  (not  tax  tree), 
$200  from  Yucatan  Gum  Corporation  stock  (a  Mexican  corporation  doing  no 
business  in  tlie  United  States  and  not  subject  to  tlie  Income  Tax  Laws),  $2,000 
from  a  stocli  farm  wliich  is  under  tlie  management  of  a  foreman,  and  $3,000  a 
year  from  a  partnership  engaged  iu  the  leather  business,  from  which  he  retired, 
but  in  which  he  retains  a  direct  interest.  How  must  he  figure  his  income  tax  ? 
Answer:  (See  pars.  122,  124,  137.)  Mr.  Stratford's  Return  would  be  as  follows: 
from  business,  etc.,  $2,000  (from  the  stock  farm)  ;  partnership  profit,  $3,000; 
interest  on  tax  free  bonds,  $1,020  (including  the  tax  paid  on  his  behalf)  ;  other 
interest,  $800;  dividends  from  foreign  corporations,  subject  to  normal  tax,  $200 
(from  the  gum  corporation)  ;  dividends  from  domestic  corporations,  $1,000  (from 
the  Pennsylvania  Railroad  stock).  The  totals  will  be:  Gross  Income  and  Net 
Income,  $8,020;  dividends,  $1,000;  exemption,  $2,000,  and  income  subject  to 
normal  tax,  $5,020.  Normal  tax,  $241.C0;  credit  amount  of  normal  tax  paid  at 
source,  $20;  balance  of  normal  tax  due,  $221.60;  surtax  on  $8,020,  $50.60;  total 
Income  Tax,  $272.20. 

308.  £xempt  Income.  Howard  Johnson,  unmarried,  has  an  income  of  $60.00 
a  month  as  a  law  clerk.  He  owns  United  States  Steel  Stock  netting  him  an 
income  of  $500  a  year.  In  May,  1919,  he  received  $10,000  as  a  legacy  from  his 
mother's  estate,  all  of  which  he  invested  in  United  States  Liberty  Bonds,  netting 
him  81/^%  interest,  payable  semi-annually,  June  15  and  December  15.  How  shall 
Johnson  make  his  return  for  the  year  1919?  Answer:  (See  pars.  7,  11,  74,  82, 
87,  124.)  The  gift  from  his  mother's  estate  is  not  taxable  and  need  not  appear 
anywhere  in  his  Income  Tax  Return.  His  gross  income  includes  salary  $720, 
and  dividends  $500,  total  $1,200,  so  he  must  file  a  Return.  The  interest  on  the 
Liberty  Bonds  is  not  shown  on  the  Return  and  the  dividends  are  exempt  from 
the  Normal  Tax.     The  personal  exemption  of  $1,000  leaves  no  taxable  income. 

2.     Corporation  Income  and  Profits  Tax. 

309.  Corporation  Promotion.  The  Hamilton  Equipment  Corporation  was 
organized  in  January,  1919,  to  exploit  a  newly  patented  device  for  making  iron 
castings.  The  company  was  capitalized  at  $100,000.  In  order  to  make  the  stock 
fully  paid  and  non-assessable,  and  at  the  same  time  available  for  sale  at  less 
than  par  without  a  stock  liability,  an  arrangement  was  made  with  the  patent 
owner  whereby  his  device  was  assigned  to  the  company  for  all  of  the  stock  of 
the  corporation  and  whereby  the  inventor  turned  back  into  the  treasury  of 
the  company  49%  of  the  stock  as  "treasury  stock,"  to  be  sold  for  the  benefit 
of  the  company  in  creating  working  capital.  How  must  this  transaction  be 
scheduled  in  the  Return?  Answer:  (See  pars.  50,  55,  74,  118.)  The  stock  is  a 
gift  to  the  corporation,  and  therefore  neither  its  value  nor  the  proceeds  upon 
its  sale  need  be  included  in  the  Income  Return,  even  if  there  should  be  an 
increase  in  its  value,  so  that  it  is  sold  for  more  than  its  value  when  received. 
The  invested  capital  will  be  the  amount  actually  realized  by  the  sale  of  the 
treasury  stock  plus  an  amount  not  in  excess  of  (a)  the  actual  value  of  the 
patent  when  acquired  or  (b)  25%  of  the  stock  outstanding  at  the  first  of  the 
year,  not  including  treasury  stock,  or  (c)  $51,000,  the  par  value  of  the  stock 
issued  for  the  patent. 

310.  Loss  on  Property  Discarded.  The  Lemaire  Company  erected  a  brick 
factory  building  in  January,  1916,  at  a  cost  of  $10,000,  and  installed  equipment 
and  machinery  costmg  $5,000.  In  making  its  Returns  of  income  for  the  years 
1916,  1917  and  1918,  the  company  made  no  deduction  for  the  depreciation  of 
the  building,  but  deducted  5%  of  the  cost  of  the  machinery  as  depreciation  in 
the  1918  Return.  In  January,  1919,  the  company  erected  a  new  and  enlarged 
plant  upon  the  same  site,  selling  the  materials  in  the  old  building  to  a  wreck- 
ing company  for  $1,400.  Improvements  in  processes  and  machinery  made  it 
advisable  to  dispose  of  all  the  old  equipment,  which  was  sold  for  .^1 .500  and 
entirely  new  equipment  was  installed.  How  will  this  affect  the  income  for 
1919?  Answer:  (See  pars.  109,  176,  188.)  The  cost  of  the  old  building  may  be 
carried  as  one  item  in  the  cost  of  the  new  building  or  it  may  be  charged  off 
The  building  has  depreciated  probably  at  the  rate  of  2%  each  year  or  a  total 
of  $600.  The  amount  of  this  depreciation  must  be  excluded  from  the  loss  com- 
puted for  1919,  even  though  it  has  not  previouslv  been  charged  off  on  the  books 
The  actual  loss  on  the  building  is  therefore  the  difference  between  the  cost  of 
i>  !inJI^  ^^^  1^^  ^.Jo^i^^*  ^^^  salvage  value  and  the  previous  depreciation,  or 
.V.OOO;  therefore,  $8,000  may  be  deducted  from  the  1919  income  as  a  loss  The 
machinery  has  probably  depreciated  10%  to  15%  in  each  year.  Taking  the 
lo%  fagure  as  the  fact,  there  has  been  an  actual  depreciation  of  $2,250  (of  which 
only  $250  has  been  charged  in  the  books),  leaving  the  residual  value  over  the 
salvage,  $1,250,   which  may  be  deducted  as  a  loss  in  1919.     The  depreciation 
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used  to  determine  the  residual  value  should  be  charged  upon  the  books  of  the 
company,  and  the  company  should  ask  leave  to  Ole  amended  Returns  for  the 
years  1916,  1917,  and  1918,  claiming  the  benefit  of  such  depreciation  which  was 
not  claimed  at  the  time.  If  the  amended  Returns  are  accepted  they  should  be 
accompanied  by  a  claim,  on  Form  46,  for  refund  of  the  tax  paid  ou  income  in 
excess  of  the  actual  income. 

311.  Buying  I^easehold.  The  Fidelity  Shoe  Stores  issued  $50,000  of  its 
capital  stock  to  pay  for  a  leasehold  having  twenty-five  years  to  run.  How 
shall  this  be  scheduled  in  the  Return?  Answer:  (See  pars.  55,  113,  155.)  4% 
of  the  actual  value  of  the  stock  when  issued  may  be  charged  off  the  books  each 
year  as  an  expense  of  doing  business.  The  leasehold  is  tangible  property 
which  may  be  included  iu  the  invested  capital  at  its  actual  value  when  acquired. 

313.  Invested  Capital  of  Consolidation.  In  1901  the  Stewart  Shirt  Company 
was  organized  and  took  over  the  assets  of  a  dozen  going  concerns,  issuing 
therefor  $250,000  of  capital  stock.  The  assets  consisted  of  various  plant  struc- 
tures, equipment,  real  estate,  patents,  and  good  will.  At  the  time  of  the  trans- 
action all  of  these  items  were  entered  iu  a  lump  sum  and  no  attempt  was  made 
to  indicate  the  specific  amounts  of  stock  issued  for  the  respective  kinds  of 
property.  It  is  shown  that  at  that  time  the  tangible  property  was  worth 
$100,000,  the  patents  $20,000,  and  the  good  will  not  less  than  $70,000.  How  is 
the  invested  capital  to  be  computed?  Answer:  (See  pars.  55,  57,  66.)  It  will 
be  presumed  that  $100,000  of  the  stock  was  issued  for  the  tangible  property, 
and  that  $150,000  was  issued  for  the  patents  and  good  will,  which  can  be 
included  only  at  not  more  than  25%  of  the  outstanding  capital  stock,  or  $62,500. 
The  invested  capital  will  therefore  be  $102,500,  plus  any  undivided  profits. 

313.  Comparative  Profits  Tax.  For  very  many  years  the  Mare  &  Wright 
Co.  conducted  a  cannery  which  had  been  very  profitable  and  which  had  been 
several  times  enlarged.  The  company  had  kept  very  inadequate  books  and  had 
no  record  of  the  cost  of  the  plant  and  equipment.  The  net  income  for  the  year 
1919  is  $52,000,  and  the  Return  claims  the  benefit  of  the  assessment  at  the  com- 
parative rate.  The  Commissioner  finds  that  he  is  unable  to  determine  the 
invested  capital.  The  Commissioner  further  determines  that  the  average  Profits 
Tax  of  representative  corporations,  in  the  cannery  business,  under  similar  cir- 
cumstances, is  21%  of  the  net  income.  How  will  the  Profits  Tax  be  computed? 
Answer:  (See  pars.  27,  28.)  The  Return  would  show  a  Profits  Tax  of  50%  of 
the  net  income,  or  $26,000,  except  that  the  maximum  upon  this  amount  of  net 
income  is  $16,200.  The  Return  will  therefore  show  this  amount  of  Profits  Tax  and 
an  Income  Tax  of  $3,380.  The  Mare  &  Wright  Co.  will  pay  the  first  installment 
of  $4,895,  and  subsequent  installments  which  come  due  before  the  decision  on 
the  claim.  The  Commissioner,  through  the  collector,  will  notify  the  company 
of  his  decision  and  of  the  assessment  of  the  Profits  Tax  at  21%  of  the  net  in- 
come, or  $10,920.  The  Income  Tax  is  $4,108  in  addition.  Since  each  installment 
is  reduced  by  $1,138,  this  amount  of  each  payment  will  be  credited  toward  any 
installmeiits  remaining  unpaid  or  will  be  refunded. 

314.  Losses  and  Invested  Capital.  The  Greenhill  lee  Company  was  incor- 
porated for  $70,000,  all  of  which  was  paid  in  with  cash  and  invested  in  a  plant 
for  making  ice,  which  was  built  by  the  company  in  1914.  The  books  of  the 
company  made  no  allowance  for  depreciation  and  showed  an  accumulated  loss 
from  operations  of  $15,000  on  January  1,  1918.  During  1918  it  earned  $16,000. 
What  is  the  invested  capital  for  1919?  Answer:  (See  pars.  50,  52,  58.)  The 
amount  of  the  loss  and  also  the  amount  of  depreciation  actually  sustained, 
probably  2%  per  year  on  cost  of  building  and  10%  per  year  on  cost  of  ma 
chinery,  must  be  deducted  from  any  undivided  profits  which  are  to  be  included 
in  the  invested  capital,  and  therefore  the  $16,000  earned  in  1918  may  not  be 
included.  The  losses  need  not  be  deducted  from  the  $70,000  capital,  "since  the 
stockholders  have  never  received  any  part  of  their  original  investment  and  havfl 
full  credit  for  the  $70,000  whlcli  they  still  have  in  the  business. 

315.  Appreciation  and  Tnvesteil  Capital.  The  real  estate  which  was  pur- 
chased by  the  Greenhill  Ice  Company  for  $15,000  has  more  than  doubled  iu 
value,  according  to  an  appraisal  made  in  1916,  and  it  is  carried  on  the  books 
at  $30,000,  the  $15,000  of  increased  value  having  t)e(>n  added  to  offset  the  ac- 
cumulated losses  of  $15,000.  How  will  this  affect  the  invested  capital?  Answer: 
(See  pars.  50.  .">2,  58.)  Invested  capital  must  not  include  any  part  of  the  in- 
creased valuation,  but  $15,000  must  be  deducted  from  the  book  value  of  assets, 
and  from  any  book  surplus  (but  nut  from  the  original  investment). 
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THE  WAR  TAX  STATUTE 

(Selected  Sections) 

Act  of  February  25,  1919. 

TITLE  I.— GENERAL  DEFINITIONS. 

Section  1.     That  when  used  in  this  Act — 

The  term  "taxpayer"  includes  any  person,  trust  or  estate  subject 
to  a  tax  imposed  by  tliis  Act; 

The  term  ' '  Government  contract ' '  means  (a)  a  contract  made  with 
the  United  States,  or  with  any  department,  bureau,  officer,  commission, 
board,  or  agency,  under  the  United  States  and  acting  in  its  behalf,  or 
with  any  agency  controlled  by  any  of  the  above  if  the  contract  is  for 
the  benefit  of  the  United  States,  or  (b)  a  sub-contract  made  with  a  con- 
tractor performing  such  a  contract  if  the  products  or  services  to  be  fur- 
nished under  the  subcontract  are  for  the  benefit  of  the  United  States. 

The  term  "Government  contract  or  contracts  made  between  April  6, 
1917,  and  November  11,  1918,  both  dates  inclusive"  when  applied  to  a 
contract  of  the  kind  referred  to  in  clause  (a)  of  this  paragraph,  includes 
all  such  contracts  which,  although  entered  into  during  such  period,  were 
originally  not  enforceble,  but  which  have  been  or  may  become  enforce- 
able by  reason  of  subsequent  validation  in  pursuance  of  law; 

The  term  "military  or  naval  forces  of  the  United  States"  includes 
the  Marine  Corps,  the  Coast  Guard,  the  Army  Nurse  Corps,  Female,  and 
the  Navy  Nurse  Corps,  Female,  but  this  shall  not  be  deemed  to  exclude 
other  units  otherwise  included  within  such  term; 

The  term  "present  war"  means  the  war  in  which  the  United  States 
is  now  engaged  against  the  German  Government. 

For  the  purposes  of  this  Act  the  date  of  the  termination  of  the  pres- 
ent war  shall  be  fixed  by  proclamation  of  the  President. 

TITLE  II.— INCOME  TAX. 

Part  I. — General  Provisions. 

Sec.  200.     Defimtions.     That  when  used  in  this  title — 

The  term  "taxable  year"  means  the  calendar  year,  or  the  fiscal 
year  ending  during  such  calendar  year,  upon  the  basis  of  which  the  net 
income  is  computed  under  section  212  or  section  232.  The  term  ' '  fiscal 
year"  means  an  accounting  period  of  twelve  mouths  ending  on  the  last 
day  of  any  month  other  than  December.  The  first  taxable  year,  to  be 
called  the  taxable  year  1918,  shall  be  the  calendar  year  1918  or  any  fiscal 
year  ending  during  the  calendar  year  1918; 

The  term  "personal  service  corporation"  means  a  corporation  whose 
income  is  to  be  ascribed  primarily  to  the  activities  of  the  principal  own- 
era  or  stockholders  who  are  themselves  regularly  engaged  in  the  active 
conduct  of  the  affairs  of  the  corporation  and  in  which  capital  (whether 
invested  or  borrowed)   is  not  a  material  income-producing  factor;   but 
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does  not  include  any  foreign  corporation,  nor  any  corporation  50  per 
centum  or  more  of  whose  gross  income  consists  either  (1)  of  gains,  profits, 
or  income  derived  from  trading  as  a  principal,  or  (2)  of  gains,  profits, 
commissions,  or  other  income,  derived  from  a  government  contract  or 
.  -intracts  made  between  April  6,  1917,  and  November  11,  1918,  both 
dates  inclusive; 

The  term  "paid,"  for  the  purposes  of  the  deductions  and  credits  un- 
der this  title,  means  "paid  or  accrued"  or  "paid  or  incurred,"  and  the 
terms  "paid  or  incurred"  and  "paid  or  accrued"  shall  be  construed 
according  to  the  method  of  accounting  upon  the  basis  of  which  the  net 
income  is  computed  under  section  212. 

Sec.  201.  Dividends,  (a)  That  the  term  "dividend"  when  used  in 
this  title  (except  in  paragraph  (10)  of  subdivision  (a)  of  section  234) 
means  (1)  any  distribution  made  by  a  corporation,  other  than  a  personal 
service  corporation,  to  its  shareholders  or  members,  whether  in  cash  or 
in  other  property  or  in  stock  of  the  corporation,  out  of  its  earnings  or 
profits  accumulated  since  February  28,  1913,  or  (2)  any  such  distribution 
made  by  a  personal  service  corporation  out  of  its  earnings  or  profits  ac- 
cumulated since  February  28,  1913,  and  prior  to  January  1,  1918. 

(b)  Any  distribution  shall  be  deemed  to  have  been  made  from  earn- 
ings or  profits  unless  all  earnings  and  profits  have  first  been  distributed. 
Any  distribution  made  in  the  year  1918  or  any  year  thereafter  shall  be 
deemed  to  have  been  made  from  earnings  or  profits  accumulated  since 
February  28,  1913,  or,  in  the  case  of  a  personal  service  corporation,  from 
the  most  recently  accumulated  earnings  or  profits;  but  any  earnings  or 
profits  accumulated  prior  to  March  1,  1913,  may  be  distributed  in  stock 
dividends  or  otherwise,  exempt  from  the  tax,  after  the  earnings  and 
profits  accumulated  since  February  28,  1913,  have  been  distributed. 

(c)  A  dividend  paid  in  stock  of  the  corporation  shall  be  considered 
income  to  the  amount  of  the  earnings  or  profits  distributed.  Amounts 
distributed  in  the  liquidation  of  a  corporation  shall  be  treated  as  pay- 
ments in  exchange  for  stock  or  shares,  and  any  gain  or  profit  realized 
thereby  shall  be  taxed  to  the  distributee  as  other  gains  or  profits. 

(d)  (Related  to  1918.) 

(e)  Any  distribution  made  during  the  first  sixty  days  of  any  taxable 
year  shall  be  deemed  to  have  been  made  from  earnings  or  profits  ac- 
cumulated during  preceding  taxable  years;  but  any  distribution  made 
during  the  remainder  of  the  taxable  year  shall  be  deemed  to  have  been 
made  from  earnings  or  profits  accumulated  between  the  close  of  the  pre- 
ceding taxable  year  and  the  date  of  distribution,  to  the  extent  of  such 
earnings  or  profits,  and  if  the  books  of  the  corporation  do  not  show  the 
amount  of  such  earnings  or  profits,  the  earnings  or  profits  for  the  account- 
ing period  within  which  the  distribution  was  made  shall  be  deemed  to 
have  been  accumulated  ratably  during  such  period. 

Sec.  202.  Basis  for  Determining  Gain  or  Loss,  (a)  That  for  the  pur- 
pose of  ascertaining  tlie  gain  derived  or  loss  sustained  from  the  sale  or 
other  disposition  of  property,  real,  personal,  or  mixed,  the  basis  shall  be — 

(1)  In  the  case  of  property  acquired  before  March  1,  1913,  the  fair 
market  price  or  value  of  such  property  as  of  that  date;  and 

(2)  In  the  case  of  property  acquired  on  or  after  that  date,  the  cost 
thereof;  or  the  inventory  value,  if  the  inventory  is  made  in  accordance 
with  section  203. 
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(b)  When  property  is  exchanged  for  other  property,  the  property  re- 
ceived in  exchange  shall  for  the  purpose  of  determining  gain  or  loss  be 
treated  as  the  equivalent  of  cash  to  the  amount  of  its  fair  market  value, 
if  any,  but  when  in  connection  with  the  reorganization,  merger,  or  con- 
solidation of  a  corporation  a  person  receives  in  place  of  stock  or  securi- 
ties owned  by  him  new  stock  or  securities  of  no  greater  aggregate  par  or 
face  value,  no  gain  or  loss  shall  be  deemed  to  occur  from  the  exchange, 
and  the  new  stock  or  securities  received  shall  be  treated  as  taking  the 
place  of  the  stock,  securities  or  property  exchanged. 

When  in  the  case  of  any  such  reorganization,  merger  or  consolida- 
tion the  aggregate  par  or  face  value  of  the  new  stock  or  securities  re- 
ceived is  in  excess  of  the  aggregate  par  or  face  value  of  the  stock  or 
securities  exchanged,  a  like  amount  in  par  or  face  value  of  the  new  stock 
or  securities  received  shall  be  treated  as  taking  the  place  of  the  stock 
or  securities  exchanged,  and  the  amount  of  the  excess  in  par  or  face 
value  shall  be  treated  as  a  gain  to  the  extent  that  the  fair  market  value 
of  the  new  stock  or  securities  is  greater  than  the  cost  (or  if  acquired 
prior  to  March  1,  1913,  the  fair  market  value  as  of  that  date)  of  the  stock 
or  securities  exchanged. 

Sec.  203.  Inventories.  That  whenever  in  the  opinion  of  the  Com- 
missioner the  use  of  inventories  is  necessary  in  order  clearly  to  determine 
the  income  of  any  taxpayer,  inventories  shall  be  taken  by  such  taxpayer 
upon  such  basis  as  the  Commissioner,  with  the  approval  of  the  Secretary, 
may  prescribe  as  conforming  as  nearlj"-  as  may  be  to  the  best  accounting 
practice  in  the  trade  or  business  and  as  most  clearly  reflecting  the  in- 
come. 

Sec.  204.    Net  Losses.     (No  longer  applicable.) 

Sec.  205.    Fiscal  Year  with  Diflferent  Eates.     (a)  (Related  to  1918.) 

(b)  If  a  taxpayer  makes  a  return  for  a  fiscal  year  beginning  in  1918 
and  ending  in  1919,  the  tax  under  this  title  for  such  fiscal  year  shall  be 
the  sum  of:  (1)  the  same  proportion  of  a  tax  for  the  entire  period 
computed  under  this  title  at  the  rates  specified  for  the  calendar  year  1918 
which  the  portion  of  such  period  falling  within  the  calendar  year  1918 
is  of  the  entire  period,  and  (2)  the  same  proportion  of  a  tax  for  the  en- 
tire period  computed  under  this  title  at  the  rates  specified  for  the  calen- 
dar year  1919  which  the  portion  of  such  period  falling  within  the  calen- 
dar year  1919  is  of  the  entire  period. 

(c)  If  a  fiscal  year  of  a  partnership  begins  in  1917  and  ends  in  1918 
or  begins  in  1918  and  ends  in  1919,  then  notwithstanding  the  provisions 
of  subdivision  (b)  of  section  218,  (1)  the  rates  for  the  calendar  year  dur- 
ing which  such  fiscal  year  begins  shall  apply  to  an  amount  of  each  part- 
ner's share  of  such  partnership  net  income  (determined  under  the  law  ap- 
plicable to  such  year)  equal  to  the  proportion  which  the  part  of  such 
fiscal  year  falling  within  such  calendar  year  bears  to  the  full  fiscal  year, 
and  (2)  the  rates  for  the  calendar  year  during  which  such  fiscal  year 
ends  shall  apply  to  an  amount  of  each  partner's  share  of  such  partner- 
ship net  income  (determined  under  the  law  applicable  to  such  calendar 
year)  equal  to  the  proportion  which  the  part  of  such  fiscal  year  falling 
within  such  calendar  year  bears  to  the  full  fiscal  year:  Provided,  That 
in  the  case  of  a  personal  service  corporation  with  respect  to  a  fiscal  year 
beginning  in  1917  and  ending  in  1918,  the  amount  specified  in  clause  (1) 
shall  not  be  subject  to  normal  tax. 

Sec.  206.  Parts  of  Income  Subject  to  Rates  for  Different  Years.  That 
whenever  parts  of  a  taxpayer's  income  are  subject  to  rates  for  different 
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calendar  years,  the  part  subject  to  the  rates  for  the  most  recent  calendar 
year  shall  be  placed  in  the  lower  brackets  of  the  rate  schedule  provided 
in  this  title,  the  part  subject  to  the  rates  for  the  next  preceding  calendar 
year  sliall  be  placed  in  the  next  higher  brackets  of  the  rate  schedule  ap- 
plicable to  that  year,  and  so  on  until  the  entire  net  income  has  been 
accounted  for.  In  determining  the  income,  any  deductions,  exemptions 
or  credits  of  a  kind  not  plainly  and  properly  chargeable  against  the  in- 
come taxable  at  rates  for  a  preceding  year  shall  first  be  applied  against 
the  income  subject  to  rates  for  the  most  recent  calendar  year;  but  any 
balance  thereof  shall  be  applied  against  the  income  subject  to  the  rates 
of  the  next  preceding  year  or  years  until  fully  allowed. 

Part  II. — Individuals. 

Sec.  210.  Nonnal  Tax.  That,  in  lieu  of  the  taxes  imposed  by  sub- 
division (a)  of  section  1  of  the  Revenue  Act  of  1916  and  by  section  1  of 
the  Revenue  Act  of  1917,  there  shall  be  levied,  collected,  and  paid  for 
each  taxable  year  upon  the  net  income  of  every  individual  a  normal  tax, 
at  the  following  rates: 

(a)  For  the  calendar  year  1918. — 

(b)  For  each  calendar  year  thereafter,  8  per  centum  of  the  amount 
of  the  net  income  in  excess  of  the  credits  provided  in  section  216: 
Provided,  That  in  the  case  of  a  citizen  or  resident  of  the  United  States 
the  rate  upon  the  first  $4,000  of  such  excess  amount  shall  be  4  per  centum. 

Sec.  211.  Surtax,  (a)  That,  in  lieu  of  the  taxes  imposed  by  subdi- 
vision (b)  of  section  1  of  the  Revenue  Act  of  1916  and  by  section  2  of 
the  Revenue  Act  of  1917,  but  in  addition  to  the  normal  tax  imposed  by 
section  210  of  this  Act,  there  shall  be  levied,  collected,  and  paid  for  each 
taxable  year  upon  the  net  income  of  every  individual,  a  surtax  equal  to 
the  sum  of  the  following: 

1  per  centum  of  the  amount  by  which  the  net  income  exceeds  $5,000 
and  does  not  exceed  $6,000; 

2  per  centum  of  the  amount  by  which  the  net  income  exceeds  $6,000 
and  does  not  exceed  $8,000; 

(Etc.     See  Table  on  page  8.) 

(b)  In  the  case  of  a  bona  fide  sale  of  mines,  oil  or  gas  wells,  or  any 
interest  therein,  where  the  principal  value  of  the  property  has  been 
demonstrated  by  prospecting  or  exploration  and  discovery  work  done 
by  the  taxpayer,  the  portion  of  the  tax  imposed  by  this  section  attribut- 
able to  such  sale  shall  not  exceed  20  per  centum  of  the  selling  price  of 
such  property  or  interest. 

Sec.  212.  Net  Income  Defined,  (a)  That  in  the  case  of  an  individual 
the  term  "net  income"  means  the  gross  income  as  defined  in  section  213, 
less  the  deductions  allowed  by  section  214. 

(b)  The  net  income  shall  be  computed  upon  the  basis  of  the  taxpay- 
er's annual  accounting  period  (fiscal  year  or  calendar  year,  as  the  case 
may  be)  in  accordance  with  the  method  of  accounting  regularly  employed 
in  keeping  the  books  of  such  taxpayer;  but  if  no  such  method  of  ac- 
counting has  been  so  employed,  or  if  the  method  emploj'ed  does  not 
clearly  reflect  the  income,  the  computation  shall  be  made  upon  such 
basis  and  in  such  manner  as  in  the  opinion  of  the  Commissioner  does 
clearly  reflect  the  income.  If  the  taxpayer's  annual  accounting  period 
is  other  than  a  fiscal  year  as  defined  in  section  200  or  if  the  taxpayer  has 
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no  annual  accounting  period  or  does  not  Iceep  books,  the  net  income  shall 
be  computed  on  the  basis  of  the  calendar  year. 

If  a  taxpayer  changes  his  accounting  period  from  fiscal  year  to  cal- 
endar year,  from  calendar  year  to  fiscal  year,  or  from  one  fiscal  year  to 
another,  the  net  income  shall,  with  the  approval  of  the  Commissioner, 
be  computed  on  the  basis  of  such  new  accounting  period,  subject  to  the 
provisions  of  section  226. 

Sec.  213. — Gross  Income  Defined.  That  for  the  purposes  of  this  title 
(except  as  otherwise  provided  in  section  233)  the  term  "gross  income" — 

(a)  Includes  gains,  profits,  and  income  derived  from  salaries,  wages, 
or  compensation  for  personal  service  (including  in  the  case  of  the  Presi- 
dent of  the  United  States,  the  judges  of  the  Supreme  and  inferior  courts 
of  the  United  States,  and  all  other  ofiicers  and  employees,  whether  elected 
or  appointed,  of  the  United  States,  Alaska,  Hawaii,  or  any  political  subdi- 
vision thereof,  or  the  District  of  Columbia,  the  compensation  received  as 
such),  of  whatever  kind  and  in  whatever  form  paid,  or  from  professions, 
vocations,  trades,  businesses,  commerce,  or  sales,  or  dealings  in  property, 
whether  real  or  personal,  growing  out  of  the  ownership  or  use  of  or  in- 
terest in  such  property;  also  from  interest,  rent,  dividends,  securities,  or 
the  transaction  of  any  business  carried  ou  for  gain  or  profit,  or  gains  or 
profits  and  income  derived  from  any  source  whatever.  The  amount  of 
all  such  items  shall  be  included  in  the  gross  income  for  the  taxable  year 
in  which  received  by  the  taxpayer,  unless,  under  methods  of  accounting 
permitted  under  subdivision  (b)  of  section  212,  any  such  amounts  are  to 
be  properly  accounted  for  as  of  a  different  period;  but 

(b)  Does  not  include  the  following  items,  which  shall  be  exempt 
from  taxation  under  this  title:     (See  Guide,  pages  41-44.) 

Sec.  214.  Deductions  Allowed,  (a)  That  in  computing  net  income 
there  shall  be  allowed  as  deductions:     (See  Guide,  pages  62-83.) 

Sec.  215.  Items  Not  Deductible.  That  in  computing  net  income  no 
deduction  shall  in  any  case  be  allowed  in  respect  of — 

(a)  Personal,  living,  or  family  expenses; 

(b)  Any  amount  paid  out  for  new  buildings  or  for  permanent  im- 
provements or  betterments  made  to  increase  the  value  of  any  property  or 
estate; 

(c)  Any  amount  expended  in  restoring  property  or  in  making  good 
the  exhaustion  thereof  for  which  an  allowance  is  or  has  been  made;  or 

(d)  Premiums  paid  on  any  life  insurance  policy  covering  the  life  of 
any  officer  or  employee,  or  of  any  person  financiayy  interested  in  any 
trade  or  business  carried  on  by  the  taxpayer,  when  the  taxpayer  is  di 
rectly  or  indirectly  a  beneficiary  under  such  policy. 

Sec.  216.  Credits  Allowed.  That  for  the  purpose  of  the  normal  tax 
only  there  shall  be  allowed  the  following  credits: 

(a)  The  amount  received  as  dividends  from  a  corporation  which  is 
taxable  under  this  title  upon  its  net  income,  and  amounts  received  as 
dividends  from  a  personal  service  corporation  out  of  earnings  or  profits 
upon  which  income  tax  has  been  imposed  by  act  of  Congress; 

(b)  The  amount  received  as  interest  upon  obligations  of  the  United 
States  and  bonds  issued  b.y  the  War  Finance  Corporation,  which  is  in- 
cluded in  gross  income  under  section  213 ; 

(c)  In  the  case  of  a  single  person,  a  personal  exemption  of  $1,000,  or 
in  the  case  of  the  head  of  a  family  or  a  married  person  li-v-ing  with  has 


137 


114  THE  WAR  TAX  STATUTE 

band  or  wife,  a  personal  exemption  of  $2,000.  A  husband  and  wife  living 
together  shall  receive  but  one  personal  exemption  of  $2,000  against  their 
aggregate  net  income;  and  in  case  they  make  separate  returns,  the  per- 
sonal exemption  of  $2,000  may  be  taken  by  either  or  divided  between 
them; 

(d)  $200  for  each  person  (other  than  husband  or  wife)  dependent 
upon  and  receiving  his  chief  support  from  the  taxpayer,  if  such  de- 
pendent person  is  under  eighteen  years  of  age  or  is  incapable  of  self- 
support  because  mentally  or  physically  defective. 

(e)  In  the  case  of  a  nonresident  alien  individual  who  is  a  citizen  or 
subject  of  a  country  which  imposes  an  income  tax,  the  credits  allowed  in 
subdivisions  (c)  and  (d)  shall  be  allowed  only  if  such  country  allows  a 
similar  credit  to  citizens  of  the  United  States  not  residing  in  such  coun- 
try. 

Sec.  218.  Partnerships  and  Personal  Service  Corporations,  (a)  That 
individuals  carrying  on  business  in  partnership  shall  be  liable  for  income 
tax  only  in  their  individual  capacity.  There  shall  be  included  in  com- 
puting the  net  income  of  each  partner  his  distributive  share,  whether 
distributed  or  not,  of  the  net  income  of  the  partnership  for  the  taxable 
year,  or,  if  his  net  income  for  such  taxable  year  is  computed  upon  the 
basis  of  a  period  different  from  that  upon  the  basis  of  which  the  net  in- 
come of  the  partnership  is  computed,  then  his  distributive  share  of  the 
net  income  of  the  partnership  for  any  accounting  period  of  the  partner- 
ship ending  within  the  fiscal  or  calendar  year  upon  the  basis  of  which  the 
partner's  net  income  is  computed. 

The  partner  shall,  for  the  purpose  of  the  normal  tax,  be  allowed  as 
credits,  in  addition  to  the  credits  allowed  to  him  under  section  216,  his 
proportionate  share  of  such  amounts  specified  in  subdivisions  (a)  and 
(b)  of  section  216  as  are  received  by  the  partnership. 

(b)  If  a  fiscal  year  of  a  partnership  ends  during  a  calendar  year  for 
which  tlie  rates  of  tax  differ  from  those  for  the  preceding  calendar  year, 
then  (1)  the  rates  for  such  preceding  calendar  year  shall  apply  to  an 
amount  of  each  partner's  share  of  such  partnership  net  income  equal  to 
the  proportion  which  the  part  of  such  fiscal  year  falling  within  such  cal- 
endar year  bears  to  the  full  fiscal  year,  and  (2)  the  rates  for  the  cal- 
endar year  during  which  such  fiscal  year  ends  shall  apply  to  the  re- 
mainder. 

(d)  The  net  income  of  the  partnership  shall  be  computed  in  the  same 
manner  and  on  the  same  basis  as  provided  in  section  212,  except  that  the 
deduction  provided  in  paragraph  (11)  of  subdivision  (a)  of  section  214 
shall  not  be  allowed. 

(e)  Personal  service  corporations  shall  not  be  subject  to  taxation 
under  this  title,  but  the  individual  stockholders  thereof  shall  be  taxed 
in  the  same  manner  as  the  members  of  partnerships.  All  the  provisions 
of  this  title  relating  to  partnerships  and  the  members  thereof  shall  so  far 
as  practicable  apply  to  personal  service  corporations  and  the  stockhold- 
ers thereof:  Provided,  That  for  the  X)urpose  of  this  subdivision  amounts 
distributed  by  a  personal  service  corporation  during  its  taxable  year 
shall  be  accounted  for  by  the  distributees;  and  any  portion  of  the  net 
income  remaining  undistributed  at  the  close  of  its  taxable  year  shall  be 
accounted  for  by  the  stockholders  of  such  corporation  at  the  close  of  its 
taxable  year  in  proportion  to  their  respective  shares. 
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Sec.  219.  Estates  and  Trusts,  (a)  That  the  tax  imposed  by  sections 
210  and  211  shall  apply  to  the  income  of  estates  or  of  any  kind  of  prop- 
erty held  in  trust,  including — 

(1)  Income  received  by  estates  of  deceased  persons  during  the  pe- 
riod of  administration  or  settlement  of  the  estate; 

(2)  Income  accumulated  in  trust  for  the  benefit  of  unborn  or  unascer- 
tained persons  or  persons  with  contingent  interests; 

(3)  Income  held  for  future  distribution  under  the  terms  of  the  will 
or  trust;  and 

(4)  Income  which  is  to  be  distributed  to  the  beneficiaries  periodically, 
whether  or  not  at  regular  intervals,  and  the  income  collected  by  a  guard- 
ian of  an  infant  to  be  held  or  distributed  as  the  court  may  direct. 

(b)  The  fiduciary  shall  be  responsible  for  making  the  return  of  in- 
come for  the  estate  or  trust  for  which  he  acts.  The  net  income  of  the 
estate  or  trust  shall  be  computed  in  the  same  manner  and  on  the  same 
basis  as  provided  in  section  212,  except  that  there  shall  also  be  allowed 
as  a  deduction  (in  lieu  of  the  deduction  authorized  by  paragraph  (11) 
of  subdivision  (a)  of  section  214)  any  part  of  the  gross  income  which, 
pursuant  to  the  terms  of  the  will  or  deed  creating  the  trust,  is  during  the 
taxable  year  paid  to  or  permanently  set  aside  for  the  United  States, 
any  State,  Territory,  or  any  political  subdivision  thereof,  or  the  District 
of  Columbia,  or  any  corporation  organized  and  operated  exclusively  for 
religious,  charitable,  scientific,  or  educational  purposes,  or  for  the  pre- 
vention of  cruelty  to  children  or  animals,  no  part  of  the  net  earnings  of 
which  inures  to  the  benefit  of  any  private  stockholder  or  individual;  and 
in  cases  under  paragraph  (4)  of  subdivision  (a)  of  this  section  the  fidu- 
ciary shall  include  in  the  return  a  statement  of  each  beneficiary's  dis- 
tributive share  of  such  net  income,  whether  or  not  distributed  before  the 
close  of  the  taxable  year  for  which  the  return  is  made. 

(c)  In  cases  under  paragraph  (1),  (2),  or  (3)  of  subdivision  (a)  the 
tax  shall  be  imposed  upon  the  net  income  of  the  estate  or  trust  and  shall 
be  paid  by  the  fiduciary,  except  that  in  determining  the  net  income  of 
the  estate  of  any  deceased  person  during  the  period  of  administration  or 
settlement  there  may  be  deducted  the  amount  of  any  income  properly 
paid  or  credited  to  any  legatee,  heir  or  other  beneficiary.  In  such  cases 
the  estate  or  trust  shall,  for  the  purpose  of  the  normal  tax,  be  allowed  the 
same  credits  as  are  allowed  to  single  persons  under  section  216. 

(d)  In  cases  under  paragraph  (4)  of  subdivision  (a),  and  in  the 
case  of  any  income  of  an  estate  during  the  period  of  administration  or 
settlement  permitted  by  subdivision  (c)  to  be  deducted  from  the  net 
income  upon  which  tax  is  to  be  paid  by  the  fiduciary,  the  tax  shall  not 
be  paid  by  the  fiduciary,  but  there  shall  be  included  in  computing  the 
net  income  of  each  beneficiary  his  distributive  share,  whether  distributed 
or  not,  of  the  net  income  of  the  estate  or  trust  for  the  taxable  year, 
or,  if  his  net  income  for  such  taxable  year  is  computed  upon  the  basis  of 
a  period  different  from  that  upon  the  basis  of  which  the  net  income  of  the 
estate  or  trust  is  computed,  then  his  distributive  share  of  the  net  income 
of  the  estate  or  trust  for  any  accounting  period  of  such  estate  or  trust 
ending  within  the  fiscal  or  calendar  year  upon  the  basis  of  which  such 
beneficiary's  net  income  is  computed.  In  such  cases  the  beneficiary  shall, 
for  the  purpose  of  the  normal  tax,  be  allowed  as  credits  in  addition  to 
the  credits  allowed  to  him  under  section  216,  his  proportionate  share  of 
such  amounts  specified  in  subdivisions  (a)  and  (b)  of  section  216  as  are 
received  by  the  estate  or  trust. 
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Sec.  22-3.  Individual  Eetums.  That  every  individual  having  a  net 
income  for  the  taxable  year  of  $1,000  or  over  if  single  or  if  married  and 
not  living  with  husband  or  wife,  or  of  $2,000  or  over  if  married  and 
living  with  husband  or  wife,  shall  make  under  oath  a  return  stating 
specifically  the  items  of  his  gross  income  and  the  deductions  and  credits 
allowed  by  this  title.  If  a  husband  and  wife  living  together  have  an 
aggregate  net  income  of  $2,000  or  over,  each  shall  make  such  a  return 
unless  the  income  of  each  is  included  in  a  single  joint  return. 

If  the  taxpayer  is  unable  to  make  his  own  return,  the  return  shall  be 
made  by  a  duly  authorized  agent  or  by  the  guardian  or  other  person 
charged  with  the  care  of  the  person  or  property  of  such  taxpayer. 

Sec.  224.  Partnership  Eetums.  That  every  partnership  shall  make  a 
return  for  each  taxable  year,  stating  specifically  the  items  of  its  gross 
income  and  the  deductions  allowed  by  this  title,  and  shall  include  in  the 
return  the  names  and  addresses  of  the  individuals  who  would  be  entitled 
to  share  in  the  net  income  if  distributed  and  the  amount  of  the  dis- 
tributive share  of  each  individual.  The  return  shall  be  sworn  to  by  any 
one  of  the  partners. 

Sec.  225.  Fiduciary  Returns.  That  every  fiduciary  (except  receivers 
appointed  by  authority  of  law  in  possession  of  part  only  of  the  property 
of  an  individual)  shall  make  under  oath  a  return  for  the  individual,  es- 
tate or  trust  for  which  he  acts  (1)  if  the  net  income  of  such  individual 
is  $1,000  or  over  if  single  or  if  married  and  not  living  with  husband  or 
wife,  or  $2,000  or  over  if  married  and  living  with  husband  or  wife,  or 
(2)  if  the  net  income  of  such  estate  or  trust  is  $1,000  or  over  or  if  any 
beneficiary  of  such  estate  or  trust  is  a  nonresident  alien,  stating  specifi- 
cally the  items  of  the  gross  income  and  the  deductions  and  credits  al- 
lowed by  this  title.  Under  such  regulations  as  the  Commissioner  with 
the  approval  of  the  Secretary  may  prescribe,  a  return  made  by  one  of  two 
or  more  joint  fiduciaries  and  filed  in  the  office  of  the  collector  of  the  dis- 
trict where  such  fiduciary  resides  shall  be  a  sufficient  compliance  with 
the  above  requirement.  The  fiduciary  shall  make  oath  that  he  has  suffi- 
cient knowledge  of  the  affairs  of  such  individual  estate  or  trust  to  en- 
able him  to  make  the  return,  and  that  the  same  is,  to  the  best  of  his 
knowledge  and  belief,  true  and  correct. 

Fiduciaries  required  to  make  returns  under  this  Act  shall  be  subject 
to  all  provisions  of  this  Act  which  apply  to  individuals. 

Sec.  226.  Eetums  When  Accounting  Period  Changed.  That  if  a  tax- 
payer, with  the  approval  of  the  Commissioner,  changes  the  basis  of  com- 
puting net  income  from  fiscal  year  to  calendar  year  a  separate  return 
shall  be  made  for  the  period  between  the  close  of  the  last  fiscal  year  for 
which  return  was  made  and  the  following  December  31.  If  the  change 
is  from  calendar  year  to  fiscal  year,  a  separate  return  shall  be  made  for 
the  period  between  the  close  of  the  last  calendar  year  for  which  return 
was  made  and  the  date  designated  as  the  close  of  the  fiscal  year.  If  the 
change  is  from  one  fiscal  year  to  another  fiscal  year  a  separate  return 
shall  be  made  for  the  period  between  the  close  of  the  former  fiscal  year 
and  the  date  designated  as  the  close  of  the  new  fiscal  year.  If  a  taxpayer 
making  his  first  return  for  income  tax  keeps  his  accounts  on  the  basis 
of  a  fiscal  year  he  shall  make  a  separate  return  for  the  period  between 
the  beginning  of  the  calendar  year  in  which  such  fiscal  year  ends  and 
the  end  of  such  fiscal  year. 
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In  all  of  the  above  cases  the  net  income  shall  be  computed  on  the 
basis  of  such  period  for  which  separate  return  is  made,  and  the  tax  shall 
be  paid  thereon  at  the  rate  for  the  calendar  year  in  which  such  period 
is  included;  and  the  credits  provided  in  subdivisions  (e)  and  (d)  of  sec- 
tion 216  shall  be  reduced  respectively  to  amounts  which  bear  the  same 
ratio  to  the  full  credits  provided  in  such  subdivisions  as  the  number  of 
months  in  such  period  bears  to  twelve  months. 

Part  III. — Corporations. 

Sec.  230.  Tax  on  Corporations,  (a)  That,  in  lieu  of  the  taxes  im- 
posed by  section  10  of  the  Revenue  Act  of  1916,  as  amended  by  the  Reve- 
nue Act  of  1917,  and  by  section  4  of  the  Revenue  Act  of  1917,  there  shall 
be  levied,  collected,  and  paid  for  each  taxable  year  upon  the  net  income 
of  every  corporation  a  tax  at  the  following  rates: 

(1)  For  the  calendar  year  1918,  12  per  centum  of  the  amount  of  the 
net  income  in  excess  of  the  credits  provided  in  section  236;  and 

(2)  For  each  calendar  year  thereafter,  10  per  centum  of  such  excess 
amount. 

Sec.  232.  Net  Income  Defined.  That  in  the  ease  of  a  corporation 
subject  to  the  tax  imposed  by  section  230  the  term  "net  income"  means 
the  gross  income  as  defined  in  section  233  less  the  deductions  allowed  by 
section  234,  and  the  net  income  shall  be  computed  on  the  same  basis  as  is 
provided  in  subdivision  (b)  of  section  212  or  in  section  226. 

Sec.  233.  Gross  Income  Defined,  (a)  That  in  the  case  of  a  corpora- 
tion subject  to  the  tax  imposed  by  section  230  the  term  "gross  income" 
means  the  gross  income  as  defined  in  section  213,  except  that:  (Provi- 
sions follow  which  relate  only  to  insurance  companies  and  foreign  corpo- 
rations.) 

Sec.  234.  Deductions  Allowed,  (a)  That  in  computing  the  net  in- 
come of  a  corporation  subject  to  the  tax  imposed  by  section  230  there 
shall  be  allowed  as  deductions:     (See  Guide,  pages  62-83.) 

Sec.  235.  Items  Not  Deductible.  That  in  computing  net  income  no 
deduction  shall  in  any  case  be  allowed  in  respect  of  any  of  the  items 
specified  in  section  215. 

Sec.  236.  Credits  Allowed.  That  for  the  purpose  only  of  the  tax  im- 
posed by  section  230  there  shall  be  allowed  the  following  credits: 

(a)  The  amount  received  as  interest  upon  obligations  of  the  United 
States  and  bonds  issued  by  the  War  Finance  Corporation,  which  is  in- 
cluded in  gross  income  under  section  233; 

(b)  The  amount  of  any  taxes  imposed  by  Title  III  for  the  same  tax- 
able year:  Provided,  That  in  the  case  of  a  corporation  which  makes  re- 
turn for  a  fiscal  year  beginning  in  1917  and  ending  in  1918,  in  com- 
puting the  tax  as  provided  in  subdivision  (a)  of  section  205,  the  tax 
computed  for  the  entire  period  under  Title  II  of  the  Revenue  Act  of 
1917  shall  be  credited  against  the  net  income  computed  for  the  entire 
period  under  Title  I  of  the  Revenue  Act  of  1916  as  amended  by  the 
Revenue  Act  of  1917  and  under  Title  I  of  the  Revenue  Act  of  1917, 
and  the  tax  computed  for  the  entire  period  under  Title  III  of  this  Act 
at  the  rates  prescribed  for  the   calendar  year   1918  shall  be  credited 
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against  the  net  income  computed  for  the  entire  period  under  this  title; 
and 

(e)  In  the  case  of  a  domestic  corporation,  $2,000. 

Sec.  239.  Corporation  Returns.  That  every  corporation  subject  to 
taxation  under  this  title  and  every  personal  service  corporation  shall 
make  a  return,  stating  specifically  the  items  of  its  gross  income  and  the 
deductions  and  credits  allowed  by  this  title.  The  return  shall  be  sworn 
to  by  the  president,  vice-president,  or  other  principal  officer  and  by  the 
treasurer  or  assistant  treasurer.  If  any  foreign  corporation  has  no 
office  or  place  of  business  in  the  United  States  but  has  an  agent  in  the 
United  States,  the  return  shall  be  made  by  the  agent.  In  cases  where  re- 
ceivers, trustees  in  bankruptcy,  or  assignees  are  operating  the  property 
or  business  of  corporations,  such  receivers,  trustees,  or  assignees  shall 
make  returns  for  such  corporations  in  the  same  manner  and  form  as  cor- 
porations are  required  to  make  returns.  Any  tax  due  on  the  basis  of  such 
returns  made  by  receivers,  trustees,  or  assignees  shall  be  collected  in 
the  same  manner  as  if  collected  from  the  corporations  of  whose  business 
or  property  they  have  custody  and  control. 

Returns  made  under  this  section  shall  be  subject  to  the  provisions  of 
sections  226  and  228. 

When  return  is  made  under  section  226  the  credit  provided  in  sub- 
division (c)  of  section  236  shall  be  reduced  to  an  amount  which  bears 
the  same  ratio  to  the  full  credit  therein  provided  as  the  number  of 
months  in  the  period  for  which  such  return  is  made  bears  to  twelve 
months. 

Part  IV. — Administrative  Provisions. 

Sec.  250.  Payment  of  Taxes,  (a)  That  except  as  otherwise  provided 
in  this  section  and  sections  221  and  237  the  tax  shall  be  paid  in  four 
installments,  each  consisting  of  one-fourth  of  the  total  amount  of  the 
tax.  The  first  installment  shall  be  paid  at  the  time  fixed  by  law  for 
filing  the  return,  and  the  second  installment  shall  be  paid  on  the  fifteenth 
day  of  the  third  month,  the  third  installment  on  the  fifteenth  day  of 
the  sixth  month,  and  the  fourth  installment  on  the  fifteenth  day  of  the 
ninth  month,  after  the  time  fixed  by  law  for  filing  the  return.  Where 
an  extension  of  time  for  filing  a  return  is  granted  the  time  for  payment 
of  the  first  installment  shall  be  postponed  until  the  date  of  the  expira- 
tion of  the  period  of  the  extension,  but  the  time  for  payment  of  the 
other  installments  shall  not  be  postponed  unless  the  Commissioner  so 
provides  in  granting  the  extension.  In  any  case  in  which  the  time  for 
the  payment  of  any  installment  is  at  the  request  of  the  taxpayer  thus 
postponed,  there  shall  be  added  as  part  of  such  installment  interest 
thereon  at  the  rate  of  %  of  1  per  centum  per  month  from  the  time  it 
would  have  been  due  if  no  extension  had  been  granted,  until  paid.  If 
any  installment  is  not  paid  when  due,  the  whole  amount  of  the  tax 
unpaid  shall  become  due  and  payable  upon  notice  and  demand  by  the 
collector. 

The  tax  may  at  the  option  of  the  taxpayer  be  paid  in  a  single  pay- 
ment instead  of  in  installments,  in  which  case  the  total  amount  shall  be 
paid  on  or  before  the  time  fixed  by  law  for  filing  the  return,  or,  where 
an  extension  of  time  for  filing  the  return  lias  been  granted,  on  or  before 
the  expiration  of  the  period  of  such  extension. 
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(b)  As  soon  as  practicable  after  the  return  is  filed,  the  Commissioner 
shall  examine  it.  If  it  then  appears  that  the  correct  amount  of  the  tax 
is  greater  or  less  than  that  shown  in  the  return,  the  installments  shall 
be  recomputed.  If  the  amount  already  paid  exceeds  that  which  should 
have  been  paid  on  the  basis  of  the  installments  as  recomputed,  the  excess 
so  paid  shall  be  credited  against  the  subsequent  installments;  and  if  the 
amount  already  paid  exceeds  the  correct  amount  of  the  tax,  the  excess 
shall  be  credited  or  refunded  to  the  taxpayer  in  accordance  with  the  pro- 
visions of  section  252. 

If  the  amount  already  paid  is  less  than  that  which  should  have  been 
paid,  the  difference  shall,  to  the  extent  not  covered  by  any  credits  then 
due  to  the  taxpayer  under  section  252,  be  paid  upon  notice  and  demand 
by  the  collector.  In  such  case  if  the  return  is  made  in  good  faith  and 
the  understatement  of  the  amount  in  the  return  is  not  due  to  any  fault 
of  the  taxpayer,  there  shall  be  no  penalty  because  of  such  understate- 
ment. If  the  understatement  is  due  to  negligence  on  the  part  of  the 
taxpayer,  but  without  intent  to  defraud,  there  shall  be  added  as  part 
of  the  tax  5  per  centum  of  the  total  amount  of  the  deficiency,  plus  inter- 
est at  the  rate  of  1  per  centum  per  month  on  the  amount  of  the  deficiency 
of  each  installment  from  the  time  the  installment  was  due. 

If  the  understatement  is  false  or  fraudulent  with  intent  to  evade  the 
tax,  then,  in  lieu  of  the  penalty  provided  by  section  3176  of  the  Eevised 
Statutes,  as  amended,  for  false  or  fraudulent  returns  wilfully  made,  but 
in  addition  to  other  penalties  provided  by  law  for  false  or  fraudulent 
returns,  there  shall  be  added  as  part  of  the  tax  50  per  centum  of  the 
amount  of  the  deficiency. 

(c)  If  the  return  is  made  pursuant  to  section  3176  of  the  Eevised 
Statutes  as  amended,  the  amount  of  tax  determined  to  be  due  under  such 
return  shall  be  paid  upon  notice  and  demand  by  the  collector. 

(d)  Except  in  the  case  of  false  or  fraudulent  returns  with  intent  to 
evade  the  tax,  the  amount  of  tax  due  under  any  return  shall  be  deter- 
mined and  assessed  by  the  Commissioner  within  five  years  after  the 
return  was  due  or  was  made,  and  no  suit  or  proceeding  for  the  collection 
of  any  tax  shall  be  begun  after  the  expiration  of  five  years  after  the 
date  when  the  return  was  due  or  was  made.  In  the  case  of  such  false 
or  fraudulent  returns,  the  amount  of  tax  due  may  be  determined  at  any 
time  after  the  return  is  filed,  and  the  tax  may  be  collected  at  any  time 
after  it  becomes  due. 

(e)  If  any  tax  remains  unpaid  after  the  date  when  it  is  due,  and  for 
ten  days  after  notice  and  demand  by  the  collector,  then,  except  in  case 
of  estates  of  insane,  deceased,  or  insolvent  persons,  there  shall  be  added 
as  part  of  the  tax  the  sum  of  5  per  centum  on  the  amount  due  but  un- 
paid, plus  interest  at  the  rate  of  1  per  centum  per  month  upon  such 
amount  from  the  time  it  became  due:  Provided,  That  as  to  any  such 
amount  which  is  the  subject  of  a  bona  fide  claim  for  abatement  such 
sum  of  5  per  centum  shall  not  be  added  and  the  interest  from  the  time 
the  amount  was  due  until  the  claim  is  decided  shall  be  at  the  rate  of  % 
of  1  per  centum  per  month. 

In  the  case  of  the  first  installment  provided  for  in  subdivision  (a) 
the  instructions  printed  on  the  return  shall  be  deemed  sufficient  notice 
of  the  date  when  the  tax  is  due  and  sufficient  demand,  and  the  taxpay- 
er's computation  of  the  tax  on  the  return  shall  be  deemed  sufKeisat 
notice  of  the  amount  due. 
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(f)  In  any  ease  in  which  in  order  to  enforce  payment  of  a  tax  it  is 
necessary  for  a  collector  to  cause  a  warrant  of  distraint  to  be  served, 
there  shall  also  be  added  as  part  of  the  tax  the  sum  of  $5, 

(g)  If  the  Commissioner  finds  that  a  taxpayer  designs  quickly  to 
depart  from  the  United  States  or  to  remove  his  property  therefrom,  or 
to  conceal  himself  or  his  property  therein,  or  to  do  any  other  act  tending 
to  prejudice  or  to  render  wholly  or  partly  ineffectual  proceedings  to 
collect  the  tax  for  the  taxable  year  then  last  past  or  the  taxable  year 
then  current  unless  such  proceedings  be  brought  without  delay,  the  Com- 
missioner shall  declare  the  taxable  period  for  such  taxpayer  terminated 
at  the  end  of  the  calendar  month  then  last  past,  etc. 

Sec.  253.  Penalties.  That  any  individual,  corporation,  or  partner- 
ship required  under  this  title  to  pay  or  collect  any  tax,  to  make  a  return 
or  to  supply  information,  who  fails  to  pay  or  collect  such  tax,  to  make 
such  return,  or  to  supply  such  information  at  the  time  or  times  required 
under  this  title,  shall  be  liable  to  a  penalty  of  not  more  than  $1,000. 
Any  individual,  corporation,  or  partnership,  or  any  officer  or  employee 
of  any  corporation  or  member  or  employee  of  a  partnership,  who  will- 
fully refuses  to  pay  or  collect  such  tax,  to  make  such  return,  or  to  supply 
such  information  at  the  time  or  times  required  under  this  title,  or  who 
willfully  attempts  in  any  manner  to  defeat  or  evade  the  tax  imposed  by 
this  title,  shall  be  guilty  of  a  misdemeanor  and  shall  be  fined  not  more 
than  $10,000  or  imprisoned  for  not  more  than  one  year,  or  both,  together 
with  the  costs  of  prosecution. 

TITLE  ni.— WAE-PEOFITS  AND  EXCESS-PROFITS  TAX. 

Sec.  300.  General  Definitions.  That  when  used  in  this  title  the  terms 
"taxable  year,"  "fiscal  year,"  "personal  service  corporation,"  "paid 
or  accrued,"  and  "dividends"  shall  have  the  same  meaning  as  provided 
for  the  purposes  of  income  tax  in  sections  200  and  201.  The  first  taxable 
year  for  the  purposes  of  this  title  shall  be  the  same  as  the  first  taxable 
year  for  the  purposes  of  the  income  tax  under  Title  II. 

Sec.  301.     Imposition  of  Tax.     (a)  Applied  to  1918. 

(b)  For  the  taxable  year  1919  and  each  taxable  year  thereafter  there 
shall  be  levied,  collected,  and  paid  upon  the  net  income  of  every  corpora- 
tion (except  corporations  taxable  under  subdivision  (c)  of  this  section) 
a  tax  equal  to  the  sum  of  the  following: 

First  Bracket:  20  per  centum  of  the  amount  of  the  net  income  in 
excess  of  the  excess-profits  credit  (determined  under  section  312)  and  not 
in  excess  of  20  per  centum  of  the  invested  capital; 

Second  Bracket:  40  per  centum  of  the  amount  of  the  net  income  in 
excess  of  20  per  centum  of  the  invested  capital. 

(c)  For  the  taxable  year  1919  and  each  taxable  year  thereafter  there 
shall  be  levied,  collected,  and  paid  upon  the  net  income  of  every  corpora- 
tion which  derives  in  such  year  a  net  income  of  more  than  $10,000  from 
any  government  contract  or  contracts  made  between  April  6,  1917,  and 
November  11,  1918,  both  dates  inclusive,  a  tax  equal  to  the  sum  of  the 
following: 

(1)  Such  a  portion  of  a  tax  computed  at  the  rates  specified  in  sub- 
division (a)  as  the  part  of  the  net  income  attributable  to  such  govern- 
ment contract  or  contracts  bears  to  the  entire  net  income.    In  computing 
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sueh  tax  the  excess-profits  credit  and  the  war-profits  credit  applicable  to 
the  taxable  year  shall  be  used; 

(2)  Such  a  portion  of  a  tax  computed  at  the  rates  specified  in  sub- 
division (b)  as  the  part  of  the  net  income  not  attributable  to  such 
government  contract  or  contracts  bears  to  the  entire  net  income. 

For  the  purpose  of  determining  the  part  of  the  net  income  attrib- 
utable to  such  government  contract  or  contracts,  the  proper  apportion- 
ment and  allocation  of  the  deductions  with  respect  to  gross  income  de- 
rived from  such  government  contract  or  contracts  and  from  other  sources, 
respectively,  shall  be  determined  under  rules  and  regulations  prescribed 
by  the  Commissioner  with  the  approval  of  the  Secretary. 

(d)  In  any  case  where  the  full  amount  of  the  excess-profits  credit  is 
not  allowed  under  the  first  bracket  of  subdivision  (a)  or  (b),  by  reason 
of  the  fact  that  such  credit  is  in  excess  of  20  per  centum  of  the  invested 
capital,  the  part  not  so  allowed  shall  be  deducted  from  the  amount  in  the 
second  bracket. 

Sec.  302.  That  the  tax  imposed  by  subdivision  *  *  *  (b)  of  sec- 
tion 301  shall  in  no  case  be  more  than  20  per  centum  of  the  amount  of 
the  net  income  in  excess  of  $3,000  and  not  in  excess  of  $20,000,  plus  40 
per  centum  of  the  amount  of  the  net  income  in  excess  of  $20,000;  and  the 
above  limitation  shall  apply  to  the  taxes  computed  under  subdivisions 
(a)  and  (b)  of  section  301,  respectively,  when  used  in  subdivision  (c) 
of  that  section.  Nothing  in  this  section  shall  be  construed  in  such  man- 
ner as  to  increase  the  tax  imposed  by  section  301. 

Sec.  303.  That  if  part  of  the  net  income  of  a  corporation  is  derived 
(1)  from  a  trade  or  business  (or  a  branch  of  a  trade  or  business)  in  which 
the  employment  of  capital  is  necessary,  and  (2)  a  part  (constituting  not 
less  than  30  per  centum  of  its  total  net  income)  is  derived  from  a  sep- 
arate trade  or  business  (or  a  distinctly  separate  branch  of  the  trade  or 
business)  which  if  constituting  the  sole  trade  or  business  would  bring  it 
within  the  class  of  "personal  service  corporations,"  then  (under  regula- 
tions prescribed  by  the  Commissioner  with  the  approval  of  the  Secre- 
tary) the  tax  upon  the  first  part  of  such  net  income  shall  be  separately 
computed  (allowing  in  such  computation  only  the  same  proportionate 
part  of  the  credits  authorized  in  sections  311  and  312),  and  the  tax  upon 
the  second  part  shall  be  the  same  percentage  thereof  as  the  tax  so  com- 
puted upon  the  first  part  is  of  such  first  part:  Provided,  That  the  tax 
upon  such  second  part  shall  in  no  case  be  less  than  20  per  centum  thereof, 
unless  the  tax  upon  the  entire  net  income,  if  computed  without  benefit 
of  this  section,  would  constitute  less  than  20  per  centum  of  such  entire 
net  income,  in  which  event  the  tax  shall  be  determined  upon  the  entire 
net  income,  without  reference  to  this  section,  as  other  taxes  are  deter- 
mined under  this  title.  The  total  tax  computed  under  this  section  shall 
be  subject  to  the  limitations  provided  in  section  302. 

Sec.  304.  (a)  That  the  corporations  enumerated  in  section  231  shall, 
to  the  extent  that  they  are  exempt  from  income  tax  under  Title  II,  be 
exempt  from  taxation  under  this  title. 

(b)  Any  corporation  whose  net  income  for  the  taxable  year  is  less 
than  $3,000  shall  be  exempt  from  taxation  under  this  title. 

(d)  [c?]  In  the  case  of  any  corporation  engaged  in  the  mining  of 
gold,  the  portion  of  the  net  income  derived  from  the  mining  of  gold 
shall  be  exempt  from  the  tax  imposed  by  this  title,  and  the  tax  on  the 
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Temaiuing  portion  of  the  net  income  shall  be  the  proportion  of  a  tax 
computed  without  the  benefit  of  this  subdivision  which  such  remaining 
portion  of  the  net  income  bears  to  the  entire  net  income. 

Sec  305.  That  if  a  tax  is  computed  under  this  title  for  a  period  of  less 
than  twelve  months,  the  specific  exemption  of  $3,000,  wherever  referred 
to  in  this  title,  shall  be  reduced  to  an  amount  which  is  the  same  propor- 
tion of  $3,000  as  the  number  of  months  in  the  period  is  of  twelve  months. 

Sec.  312.  Credit.  That  the  excess-profits  credit  shall  consist  of  a 
specific  exemption  of  $3,000  plus  an  amount  equal  to  8  per  centum  of  the 
invested  capital  for  the  taxable  year. 

A  foreign  corporation  shall  not  be  entitled  to  the  specific  exemption 
of  $3,000. 

Sec.  325.     Invested  Capital,     (a)  That  as  used  in  this  title — 

The  term  "intangible  property"  means  patents,  copyrights,  secret 
processes  and  formulae,  good  will,  trade-marks,  trade-brands,  franchises, 
and  other  like  property; 

The  term  "tangible  property"  means  stocks,  bonds,  notes,  and  other 
evidences  of  indebtedness,  bills  and  accounts  receivable,  leaseholds,  and 
other  property  other  than  intangible  property; 

The  term  "borrowed  capital"  means  money  or  other  property  bor- 
rowed, whether  represented  by  bonds,  notes,  open  accounts,  or  othwwise; 

The  term  "inadmissible  assets"  means  stocks,  bonds,  and  other  obli- 
gations (other  than  obligations  of  the  United  States),  the  dividends  or 
interest  from  which  is  not  included  in  computing  net  income,  but  where 
the  income  derived  from  such  assets  consists  in  part  of  gain  or  profit 
derived  from  the  sale  or  other  disposition  thereof,  or  where  all  or  part  of 
the  interest  derived  from  such  assets  is  in  effect  included  in  the  net 
income  because  of  the  limitation  on  the  deduction  of  interest  under  para- 
derived  from  the  sale  or  other  disposition  thereof,  or  where  all  or  part  of 
capital  invested  in  such  assets  shall  not  be  deemed  to  be  inadmissible 
assets; 

The  term  "admissible  assets"  means  all  assets  other  than  inadmis- 
sible assets,  valued  in  accordance  with  the  provision  of  subdivision  (a) 
of  section  326,  section  330,  and  section  331. 

(b)  For  the  purposes  of  this  title,  the  par  value  of  stock  or  shares 
shall,  in  the  ease  of  stock  or  shares  issued  at  a  nominal  value  or  having 
no  par  value,  be  deemed  to  be  the  fair  market  value  as  of  the  date  or 
dates  of  issue  of  such  stock  or  shares. 

Sec.  326.  (a)  That  as  used  in  this  title  the  term  "invested  capital" 
for  any  year  means  (except  as  provided  in  subdivisions  (b)  and  (c)  of 
this  section): 

(1)  Actual  cash  bona  fide  paid  in  for  stock  or  shares; 

(2)  Actual  cash  value  of  tangible  property,  other  than  cash,  bona 
fide  paid  in  for  stock  or  shares,  at  the  time  of  such  payment,  but  in  no 
case  to  exceed  the  par  value  of  the  original  stock  or  shares  specifically 
issued  therefor,  unless  the  actual  cash  value  of  such  tangible  property 
at  the  time  paid  in  is  shown  to  the  satisfaction  of  the  Commission  to 
have  been  clearly  and  substantially  in  excess  of  such  par  value,  in  which 
case  such  excess  shall  be  treated  as  paid-in  surplus:  Provided,  That  the 
Commissioner  shall  keep  a  record  of  all  cases  in  which  tangible  property 
is  included  in  invested  capital  at  a  value  in  excess  of  the  stock  or  shares 
issued  therefor,  containing  the  name  and  address  of  each  taxpayer,  the 
business   in   which    engaged,   the    amount   of    invested    capital    and   net 
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income  shown  by  the  return,  the  value  of  the  tangible  property  at  the 
time  paid  in,  the  par  value  of  the  stock  or  shares  specifically  issued  there- 
for, and  the  amount  included  under  this  paragraph  as  paid-in  surplus. 
The  Commissioner  shall  furnish  a  copy  of  such  record  and  other  detailed 
information  with  respect  to  such  cases  when  required  by  resolution  of 
either  House  of  Congress,  without  regard  to  the  restrictions  contained  in 
section  257; 

(3)  Paid-in  or  earned  surplus  and  undivided  profits;  not  including 
surplus  and  undivided  profits  earned  during  the  year; 

(4)  Intangible  property  bona  fide  paid  in  for  stock  or  shares  prior 
to  March  3,  1917,  in  an  amount  not  exceeding  (a)  the  actual  cash  value 
of  such  property  at  the  time  paid  in,  (b)  the  par  value  of  the  stock  or 
shares  issued  therefor,  or  (c)  in  the  aggregate  25  per  centum  of  the  par 
value  of  the  total  stock  or  shares  of  the  corporation  outstanding  on 
March  3,  1917,  whichever  is  lowest; 

(5)  Intangible  property  bona  fide  paid  in  for  stock  or  shares  on  or 
after  March  3,  1917,  in  an  amount  not  exceeding  (a)  the  actual  cash 
value  of  such  property  at  the  time  paid  in,  (b)  the  par  value  of  the 
stock  or  shares  issued  therefor,  or  (c)  in  the  aggregate  25  per  centum 
of  the  par  value  of  the  total  stock  or  shares  of  the  corporation  outstand- 
ing at  the  beginning  of  the  taxable  year,  whichever  is  lowest:  Provided, 
That  in  no  case  shall  the  total  amount  included  under  paragraphs  (4) 
and  (5)  exceed  in  the  aggregate  25  per  centum  of  the  par  value  of  the 
total  stock  or  shares  of  the  corporation  outstanding  at  the  beginning  of 
the  taxable  year;  but 

(b)  As  used  in  this  title  the  term  "invested  capital"  does  not  include 
borrowed  capital. 

(c)  There  shall  be  deducted  from  invested  capital  as  above  defined 
a  percentage  thereof  equal  to  the  percentage  which  the  amount  of  inad- 
missible assets  is  of  the  amount  of  admissible  and  inadmissible  assets 
held  during  the  taxable  year. 

(d)  The  invested  capital  for  any  period  shall  be  the  average  invested 
capital  for  such  period,  but  in  the  case  of  a  corporation  making  a  return 
for  a  fractional  part  of  a  year,  it  shall  (except  for  the  purpose  of  para- 
graph (2)  of  subdivision  (a)  of  section  311)  be  the  same  fractional  part 
of  such  average  invested  capital. 

_  The  average  invested  capital  for  the  prewar  period  shall  be  deter- 
mined by  dividing  the  number  of  years  within  that  period  during  the 
whole  of  which  the  corporation  was  in  existence  into  the  sum  of  the 
average  invested  capital  for  such  years. 

Sec.  327.  That  in  the  following  eases  the  tax  shall  be  determined  as 
provided  in  section  328: 

(a)  Where  the  Commissioner  is  unable  to  determine  the  inveeted 
capital  as  provided  in  section  326; 

(b)  In  the  case  of  a  foreign  corporation; 

(c)  Where  a  mixed  aggregate  of  tangible  property  and  intangible 
property  has  been  paid  in  for  stock  or  for  stock  and  bonds  and  the  Com- 
missioner is  unable  satisfactorily  to  determine  the  respective  values  of 
the  several  classes  of  property  at  the  time  of  payment,  or  to  distinguish 
the  classes  of  property  paid  in  for  stock  and  for  bonds,  respectively; 

(d)  Where  upon  application  by  the  Corporation  the  Commissioner 
finds  and  so  declares  of  record  that  the  tax  if  determined  without  benefit 
of  this  section  would,  owing  to  abnormal  conditions  affecting  the  capital 
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or  income  of  the  corporation,  work  upon  the  corporation  an  exceptional 
hardship  evidenced  by  gross  disproportion  between  the  tax  computed  with- 
out benefit  of  this  section  and  the  tax  computed  by  reference  to  the 
representative  corporations  specified  in  section  328.  This  subdivision 
shall  not  apply  to  any  case  (1)  in  which  the  tax  (computed  without 
benefit  of  this  section)  is  high  merely  because  the  corporation  earned 
within  the  taxable  year  a  high  rate  of  profits  upon  a  normal  invested 
capital  nor  (2)  in  which  50  per  centum  or  more  of  the  gross  income  of 
the  corporation  for  the  taxable  year  (computed  under  section  233  of 
Title  II)  consists  of  gains,  profits,  commissions,  or  other  income,  derived 
on  a  cost-plus  basis  from  a  government  contract  or  contracts  made  be- 
tween April  6,  1917,  and  November  11,  1918,  both  dates  inclusive. 

Sec.  328.  (a)  In  tlie  cases  specified  in  section  327  the  tax  shall  be 
the  amount  which  bears  the  same  ratio  to  the  net  income  of  the  taxpayer 
(in  excess  of  the  specific  exemption  of  $3,000)  for  the  taxable  year,  as 
the  average  tax  of  representative  corporations  engaged  in  a  like  or  simi- 
lar trade  or  business,  bears  to  their  average  net  income  (in  excess  of  the 
specific  exemption  of  $3,000)  for  such  year.  In  the  case  of  a  foreign  cor- 
poration the  tax  shall  be  computed  without  deducting  the  specific  exemp- 
tion of  $3,000  either  for  the  taxpayer  or  the  representative  corporations. 

In  computing  the  tax  under  this  section  the  Commissioner  shall  com- 
pare the  taxpayer  only  with  representative  corporations  whose  invested 
capital  can  be  satisfactorily  determined  under  section  326  and  which  are, 
as  nearly  as  may  be,  similarly  circumstanced  with  respect  to  gross  in- 
come, net  income,  profits  per  unit  of  business  transacted  and  capital  em- 
ployed, the  amount  and  rate  of  war  profits  or  excess  profits,  and  all  other 
relevant  facts  and  circumstances. 

(b)  For  the  purposes  of  subdivision  (a)  the  ratios  between  the  aver- 
age tax  and  the  average  net  income  of  representative  corporations  shall 
be  determined  by  the  Commissioner  in  accordance  with  regulations  pre- 
scribed by  him  with  the  approval  of  the  Secretary. 

In  cases  in  which  the  tax  is  to  be  computed  under  this  section,  if  the 
tax  as  computed  without  the  benefit  of  this  section  is  less  than  50  per 
centum  of  the  net  income  of  the  taxpayer,  the  installments  shall  in  the 
first  instance  be  computed  upon  the  basis  of  such  tax;  but  if  the  tax  so 
computed  is  50  per  centum  or  more  of  the  net  income,  the  installments 
shall  in  the  first  instance  be  computed  upon  the  basis  of  a  tax  equal  to 
50  per  centum  of  the  net  income.  In  any  ease,  the  actual  ratio  when 
ascertained  shall  be  used  in  determining  the  correct  amount  of  the  tax. 
If  the  correct  amount  of  the  tax  when  determined  exceeds  50  per  centum 
of  the  net  income,  any  excess  of  the  correct  installments  over  the  amounts 
actually  paid  shall  on  notice  and  demand  be  paid  together  with  interest 
at  the  rate  of  i/^  of  1  per  centum  per  month  on  such  excess  from  the 
time  the  installment  was  due. 

(e)  The  Commissioner  shall  keep  a  record  of  all  cases  in  which  the 
tax  is  determined  in  the  manner  prescribed  in  subdivision  (a),  contain- 
ing the  name  and  address  of  each  taxpayer,  the  business  in  which  en- 
gaged, the  amount  of  invested  capital  and  net  incomp  shown  by  the 
return,^  and  the  amount  of  invested  capital  as  determined  under  such 
subdivision.  The  Commissioner  shall  furnish  a  copy  of  such  record  and 
other  detailed  information  with  respect  to  such  cases  when  required  by 
resolution  of  either  House  of  Congress,  without  regard  to  the  restrictions  i 
contained  in  section  257. 
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Abatement  of  tax,  210. 

Accident  insurance,  75. 

Accrual  basis,  70,  148;  for  interest,  120. 

Accumulated  profits.  133. 

Administrator's  Return,  47. 

Admissible  assets,  64. 

Advertising  expense,  149,  166. 

Affiliated  corporations,  31-34. 

Agent  filing  Return,  204. 

Agricultural  organizations,  35. 

Aliens,  21. 

Alimony,  77. 

Allowances,  for  depletion,  197 ;  for  de- 
preciation, 182;  for  amortization,  193; 
by  government,  80. 

Amended  Returns,  206. 

Amortization,  183,  193. 

Anticipations,  71,  173. 

Appraisal  gain,  71. 

Appraisal  and  invested  capital,  49,  52,  58. 

Appreciation  as  invested  capital,  49,  52, 
56,  58. 

Army  payments,  80. 

Assets  inadmissible,  64. 

Assessment  of  tax,  210. 

Associations,  135;  not  for  profit,  35. 

Attorneys'  fees  as  expense,  156. 

Bad  debts,  110,  178. 

Bank  stock,  taxes  on,  135,  171 

Basis  for  Return,  receipt  and  accrual, 
70;  calendar  and  fiscal  year,  29,  69. 

Beneficiary's  income,  140. 

Board  and  lodging,  72,  88. 

Boards  of  trade,  35. 

Bonds,  exempt,  82-86;  of  exempt  corpo- 
rations, 121 ;  foreign  government,  86 ; 
gain  or  loss  on  issue  and  redemption. 
169,  180;  school  district,  85;  tax  ex- 
empt, 168;  tax  free,  122,  171,  217; 
worthless,  179;  sold  between  interest 
dates,  123. 

Bonuses,  92,  158. 

Bonus  stock  and  invested  capital,  50. 

Books  of  account,  70. 

Borrowed  capital  and  invested  capital, 
53. 

Brokerage  corporation  as  personal  serv- 
ice, 41. 

Brokers  giving  information,  215;  taxes, 
243. 

Building  and  loan  associations,  35. 

Business  defined,  146,  174 ;  expense,  143 ; 
gain,  67;  league  losses,  174. 

Cabaret  taxes,  235. 

Calendar  year,  69. 

Campaign  contributions,  161. 

Capital  borrowed,  43,  53;  impaired,  50, 
128;  Invested,  49;  paid  up,  50;  of  per- 
sonal service  corporations,  43. 

Capital  stock  tax,  220. 

Carrying  charge,  109. 

Cash  basis,  70,  87;  for  interest,  120. 

Cash  paid  in  as  capital,  54. 

Casualty  losses  as  expense,  144. 

Cemetery  companies,  35. 

Certificates  of  indebtedness,  82;  of  own- 
ership, 219. 

Chambers  of  commerce,  35. 

Charity  contributions,  161,  198. 


Child  labor  taxes,  245. 

Child,  salary  of,  159. 

Christmas  gifts,  92 ;  of  a  corporation,  147. 

City  employees,  salary  of,  79. 

Claims  for  abatement  and  refund,  210, 
211. 

Clearing  house  associations,  36. 

Closed  transactions,  71.  106,  173. 

Club  dues,  taxes  on,  252. 

Collection  of  tax,  210. 

Commissions,  87,  88;  paid  as  expense, 
109,  145,  165. 

Comparative  rate  in  excess  profits  tax, 
26. 

Compensation,  for  services,  87;  for  dam- 
ages, 75. 

Compromise  of  debt,  71. 

Consolidated  Returns,  31-34. 

Consolidation,  112;  effect  on  invested 
capital,  66. 

Constructive  receipt,  72. 

Contingent  salary,  1.58. 

Contracting  business,  101. 

Contracts,  government,  104. 

Contributions  to  charity,  198. 

Co-operative  banks,  35;  society,  135; 
stores,  36. 

Copyright  expense,  145 ;  as  invested  cap- 
ital, 55. 

Corporation  defined,  22;  dissolution,  in- 
come from,  131 ;  Return,  place  of  fil- 
ing 38;  organization  expense,  145,  165; 
affiliated,  31;  exempt,  35;  insurance, 
103 ;  invested  capital,  49 ;  tax  on  for- 
eign gains,  22;  personal  service,  39; 
public  utility,  86;  treasury  stock,  118. 

Cost  of  goods,  94,  150;  of  living,  87;  of 
manufacturing,  152;   of  property,   109. 

Court  action  to  prevent  collection,  4,  210, 
211. 

Court  costs  as  expense,  156. 

Credit  for  individual  Income  Tax,  8;  for 
Excess  Profits  Tax.  24 ;  for  corpora- 
tion Income  Tax,  25;  for  interest  on 
tax  free  bonds,  122,  171 ;  for  foreign 
taxes,  172. 

Crop  shares,  72,  136. 

Current  profits  and  invested  capital,  61. 

Custom  house  brokers  taxes,  243. 

Customs  duties  as  expense,  170. 

Damages,  compensation  for,  75;  paid  as 
expense,   160. 

Debts,  payment  and  release,  142;  paid 
which  were  once  deducted,  142 ;  worth- 
less, 144,  174,  178. 

Deceased  person's  Return,  46;  exemp- 
tion, 18. 

Declared  dividends,  126. 

Deductions,  143-198. 

Deduction  for  inadmissible  assets,  65; 
for  payment  of  federal  tax,  63,  170. 

Defending  title,  145. 

Deficit  in  operation.  50. 

Delinquency  in  filing  Returns,  201;  in 
paying  tax,  208. 

Dependents,  exemption  for,  17. 

Depletion,  197. 

Depreciation,  allowance  for,  182-192;  ef- 
fect on  invested  capital,  58 ;  of  patents, 
191;  of  good  will,  192;  of  intangibles. 
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192 ;  deduction  by  landlord  and  tenant, 
155;  of  rates,  189;  relations  to  repairs, 
162,  190;  effect  on  loss  or  gain,  109, 
176,  177. 

Destruction  of  property,  176. 

Development  expense,  166. 

Discarded  property,  162, 176 ;  loss  on,  228. 

Discovery,  81. 

Discounts,  94;  upon  stock  sold,  165. 

Dissolution,  income  from,  107. 

Distribution  not  from  profits,  128. 

Dividends.  67,  124;  information  on,  214; 
on  insurance,  76;  on  insurance  policy, 
134;  and  invested  capital,  60;  in  Lib- 
erty Bonds,  135;  by  liquidation,  131; 
of  personal  service  corporations,  39; 
not  from  profits,  128;  received  by  cor- 
porations, 78;  in  stock,  117;  by  scrip, 
135;  tax  on,  8. 

Donations  as  expense,  161. 

Donations  deducted,  198. 

Drainage  district  bonds,  85. 

Due  dates  for  tax,  207. 

Dues,  taxes  on,  252. 

Earned  surplus,  52. 

Education,  cost  of,  87,  144. 

Educational  corporations,  35. 

Embezzlement  losses,  174. 

Employees  of  government,  79. 

Estates,  Returns,  46,  expenses,  156. 

Excess  Profits  Tax,  defined,  23;  compar- 
ative rate.  26. 

Excess  Profits  Tax  credit,  24. 

Exchange  of  property,  71,  111 ;  for  stock, 
113. 

Exchange  of  stock,  112. 

Excise  tax  as  expense,  171. 

Excise  taxes,  230. 

Executor's  Return,  47. 

Exempt  corporations,  35;  bonds  of,  121. 

Exempt  gains,  73-86;  interest,  82-85; 
salaries,  79. 

Exemptions,  corporation,  24. 

Exemptions,  personal,  6;  for  depend- 
ents, 17;  of  head  of  family,  16;  of  hus- 
band and  vpife,  14;  of  minor,  20;  of 
nonresident  alien,  21;  to  a  surviving 
spouse,  18;  time  when  fixed,  19. 

Executor's  compensation,  87. 

Expense,  deduction  for,  143-166;  unrea- 
sonable. 147;  of  administration,  156; 
of  advertising,  149, 166 ;  of  buying,  109 ; 
of  development,  166;  of  farmers,  153; 
of  estate,  156;  of  hotel,  162;  of  land- 
lord, 155;  for  fire  insurance,  164;  for 
life  insurance,  163;  of  maintaining 
property,  162;  of  maintaining  home, 
144;  of  manufacturing,  152;  of  mer- 
cantile business,  149 ;  of  organizing, 
165;  personal,  144;  of  salesman,  161; 
of  salaried  employee,  154;  of  selling, 
109;  of  selling  stock,  109, 165;  for  taxes, 
170;  of  tenant,  155;  of  traveler,  144. 

Exploration,  81. 

Fair  market  value,  107 ;  on  exchange.  111. 
Pair  value  in  capital  stock  tax,  224. 
False  Return,  205. 
Family  expeneies,  144. 
Farm  Inventory,  153. 


Farmer's  income,  102;  expenses,  153. 

Federal  employees,  79. 

Federal  estate  tax,  239. 

Federal  farm  loan  bonds,  interest,  84. 

Federal  taxes  paid,  effect  on  capital,  63; 
on  income,  170. 

Fees,  87,  90;  information  at  source,  213. 

Fiduciaries,  47;  as  agents,  48;  income 
from,  140;  Return  of,  47. 

Filing  Returns,  place,  202 ;  time,  200,  201. 

Fire  insurance  premiums,  164. 

Fire  losses,  176;  reserves  for,  71. 

Fiscal  year,  69;  effect  on  tax,  29;  of 
fiduciary,  140;  of  personal  service  cor- 
porations and  partnerships,  138. 

Foreclosure,  178. 

Foreign  corporations,  22,  37. 

Foreign  government  bonds,  86. 

Foreign  income  of  domestic  corpora- 
tions, 37. 

Foreign  interest  and  dividends,  infor- 
mation on,  216. 

Foreign  taxes,  172. 

Franchises  as  invested  capital,  55;  cost 
of,  not  deductible,  165. 

Fraternal  organizations,  exempt,  35. 

Gains,  67. 

Gambling  gains,  141. 

Gas  wells,  sale  of,  81 ;  depletion,  197. 

Gift,  sale  of,  119. 

Gifts,  as  income,  74.  91,  92;  of  corpora- 
tions, not  deductible,  147,  161 ;  of  in- 
dividuals,  deductible,   198. 

Gold  mining,  exemption  for,  81. 

Good  will  as  capital.  55;  depreciation  of, 
192;  exchanged  for  stock,  113. 

Goods,  cost  of,  94,  109,  150. 

Government   contracts,   104. 

Government  employees,  79. 

Gratuities  as  income,  91 ;  as  expense, 
147,  161 ;  special  deduction  for,  198. 

Gross  income,  68,  94. 

Guardian's  Return,  47. 

Head  of  family,  16. 

Horticultural  organization,  35. 

Hotel  bills,  as  expense,  144,  154. 

Hotel,  expense  of,  162. 

Husband   and   wife,   exemptions   of,   14, 

18;  Return  of,  12.  13. 
Illegal  losses,  174;  profits,  141. 

Impairment  of  capital,  effect  on  invested 
capital,  50;  not  deductible,  165,  181; 
not  a  dividend,  128. 

Improvements,  14.5. 

Inactive  corporations,  35;  effect  on  cap- 
ital stock  tax,  222. 

Inadmissible  assets,  64. 

Income.  67;  of  business,  94;  of  farmer, 
102;  from  fiduciaries,  140;  from  stock 
mark,  115;  of  merchants,  94;  paid  in 
notes  or  mortgage,  72. 

Income  tax  credit,  8,  25. 

Income  taxes  paid,  effect  on  invested 
capital,  63 ;  elfect  on  net  income,  170. 

Indebtedness  to  carry  tax-exempt  bonds, 
168. 

Information  at  source,  212-216. 

Inheritance,  74. 
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Inheritance  tax  as  expense,  170. 

Injury,  damages  for,  75. 

Installation  of  machinery  as  expense, 
145. 

Installment  sales,  95-97. 

Insurance  companies,  103,  mutual  com- 
panies, 35. 

Insurance  policies,  proceeds  as  income, 
75,  76;  as  invested  capital,  52;  tax  on 
issue,  229. 

Insurance  premium  as  expense,  163,  164. 

Intangible  property,  as  capital,  55;  de- 
preciation of,  192. 

Interest,  received,  120;  accrued,  167;  on 
bonds  of  exempt  corporations,  121 ;  on 
foreign  bonds,  86;  on  federal  farm 
loan  bonds,  84;  on  Liberty  Bonds,  82; 
on  municipal  bonds,  85;  paid,  167; 
paid  to  carry  tax  exempt  securities, 
168;  on  personal  debts,  167;  on  public 
utility  bonds,  86;  on  stock  bought  at 
margin,  109;  on  tax-free  bonds,  122, 
167,  218:  on  U.  S.  bonds.  82. 

Internal  Revenue  Department  rulings, 
3;  procedure,  205,  206,  210,  211, 

Inventories,  151;  consolidated.  151;  for 
farmer,  102,  153 ;  loss  in,  176 ;  of  mer- 
chant,  150;   of   manufacturer,   152. 

Invested  capital,  49-66 ;  averaged,  59 ;  in 
bonds,  64;  affected  by  appreciation, 
58;  in  consolidated  Return,  34;  in  cor- 
poration partly  personal  service,  30 ; 
effect  of  dividends,  60 ;  in  notes,  50 : 
for  part  of  year,  59 ;  of  reorganized 
business,  66. 

Investments  of  permanent  nature,  145. 

Joint  stock  company,  22. 

Labor  organization,  35. 

Landlord's  expense,  155,  185;  gain,  136. 

Legacies,  74,  140. 

Liberty  Bond  dividends.  125,  135. 

Liberty  Bonds  as  invested  capital,  64; 
interest  on,  82;  interest  to  carry,  168. 

Licenses,  170. 

Life  insurance  policies,  premiums.  163; 
dividends  on,  1.34 ;  proceeds,  77 ;  as  in- 
vested capital,  52. 

Limitation  on  tax  actions,  205,  210. 

Limited  partnership,  22,  45,  135. 

Liquidation,  dividends,  131. 

Live  stock  as  expense,  153. 

Living  cost,  87,  144. 

Living  quarters,  88. 

Lodge  systems,  35. 

Losses,  173-181 ;  effect  on  invested  capi- 
tal, 50.  52,  58;  illegal,  141,  171;  on 
property  discarded,  176;  on  sale  of 
property,  175;  on  securities,  179. 

Luxury  taxes,  232. 

Maintenance  expense,  162. 

Manufacturing  expense,  152. 

Market  value  in  capital  stock  tax,  236; 
on  exchange  of  property.  111;  in  in- 
ventory, 151;  meaning  of.  111. 

Married  persons,  exemptions,  7,  14;  Re- 
turns of,  12,  13. 

Massachusetts  Trust,  22,  220. 

Merchant's  income,  94;  expense,  149. 


Mines,  depletion,  197;  sale  of,  81. 

Minister's  salary,  88. 

Minor's  exemption,  20;  salary,  159. 

Mixed  aggregate  of  property,  57. 

Mortgage  foreclosure,  178,  as  income,  99, 
110. 

Moving  picture  taxes,  234. 

Municipal  bonds,  85;  as  invested  capi- 
tal, 64. 

Musical  societies,  36. 

Mutual  insurance  companies,  35. 

Mutual  savings  banks,  22,  35. 

Navy  payments,  80. 

Net  income,  68. 

Non-profit  corporations,  35. 

Nonresident   aliens,   21;   withholding   of 

tax.  217. 
Normal  tax,  9. 
Notes   as   income,    67,   110;    as    invested 

capital,  50. 

Obsolescence,  162,  166.  176,  177,  183. 

Officers  of  state  or  city,  79. 

Oil  wells,  sale  of,  81;  depletion  of,  197. 

Organization  expense.  165,  181. 

Ostensible  salaries,  93,  157. 

Owner's  use  of  property,  136. 

Ownership  certificates,  219. 

Paid-in  cash  as  capital,  54. 

Paid-in  surplus,  51. 

Paid-up  capital,  50. 

Paper  profit,  106. 

Parent  company's  Return,  33. 

Partnership  fiscal  year,  45,  138;  limited, 

22,  45,  135 ;  losses,  174 ;  profits,  72,  137 ; 

Return,  45. 
Par  value  of  stock,  112. 
Patents,  depreciation  of,  191 ;  as  invested 

capital,  55;  worthless,  176. 
Payment  basis.  70;  in  expenses,  148. 
Payment  of  debt,  142. 
Payment  of  tax,  time  for,  207 ;  at  source, 

217;  manner  of,  209. 
Pawn  brokers,  taxes  on,  243. 
Penalties,  delay  in  filing,  201 ;  delay  in 

payment,  209;  false  Return,  205. 
Pensions,  79,  89;  as  expense,  160. 
Permanent  improvement,  145. 
Personal  exemption,  8,  14,  16,  17. 
Personal  expense,  144. 
Personal  debt  interest,  167. 
Personal  injury,  75,  160. 
Personal  service  corporations,  30,  39-44; 

income  from,  132,  137;  Return  of,  44; 

fiscal  year,  138. 
Personal  service  gain,  67. 
Place  for  filing,  202. 
Policy  of  insurance,  52,  76,  163,  164. 
Political  subdivisions,  85. 
Preferred  stock,  125. 
Premiums  as  expense,  on  life  insurance, 

163;  on  fire  insurance,  164. 
Premium  on  bonds,  169,  180;  on  stock, 

118,  181;  on  lease,  155. 
Private  banks,  135. 
Professional  fees,  67,  87. 
Profits,   67,  94;   of  affiliated   companies, 

32;  earned  prior  to  March  1,  1913,  107; 

of  farmer,  136;  as  invested  capital,  52, 
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61 ;  of  partnership,  137 ;  realized,  106 ; 
ou  stocks,  114;  unreasonably  accumu- 
lated, 133. 

Profits  tax  defined,  23 ;  comparative  rate, 
26. 

Profit  sharing,  02,  158. 

Promissory  notes,  110. 

Property,  cost  of,  109;  damaged,  75;  de- 
preciated, 182;  discarded,  162,  176;  ex- 
changed, 111 ;  sale,  105 ;  for  stock,  113 ; 
tangible,  56;  intangible,  55;  used  by 
owner,  136. 

Prospecting,  81. 

Public  utility  bonds,  86. 

Rates  of  Excess  Profits  Tax,  23;  of  In- 
come Tax,  9,  10,  23;  of  depreciation, 
189. 

Real  estate  subdivisions,  100. 

Realized  gains,  7,  106;  losses,  71,  173. 

Reasonable  expense,  143,  147, 

Reasonable  surplus,  133. 

Receipt  basis,  70. 

Receiver's  Return,  47,  48. 

Redemption  of  bonds,  180 ;  of  stock,  181. 

Refund  of  tax,  211. 

Regulations  of  Treasury  Department, 
1,  3,  4. 

Rejected  Returns,  206. 

Release  of  debt,  74,  142. 

Religious  corporations,  35. 

Rent,  67,  88,  136,  155;  rent  shares,  72. 

Reorganization,  gain  of  stockholders, 
112 ;  invested  capital  of,  66. 

Repairs,  162 ;  and  depreciation,  190. 

Replacements,  162 ;  gain  on,  75. 

Representative  corporations,  26, 

Reserves,  71. 

Retail  sales,  taxes  on,  231. 

Return,  amended,  206;  of  administrator, 
47;  of  conservator,  47;  consolidated, 
31-34;  of  corporation,  38;  of  deceased 
person,  46  of  estate,  46;  of  executor, 
47;  of  fiduciary,  46;  of  information, 
212;  for  incompetent,  48;  of  married 
woman,  13  of  parent  company,  31 ;  of 
partnership,  45;  of  receiver,  47,  48;  of 
subsidiary  corporation,  31 ;  of  trustee, 
47;  of  husband  and  wife,  12;  of  per- 
sonal service  corporation,  44;  falsely 
made,  205  made  by  agent,  204;  time 
for  filing.  200. 

Royalties,  136. 

Rulings,  nature  and  effect,  3,  4. 

Salaries,  67,  87,  88;  as  expense,  154,  157; 
exempt,  79,  80;  fixed  after  service  ren- 
dered, 158;  ostensible,  9.3,  157;  paid  to 
child,  159;  paid  stockholders,  157. 

Sale  of  gift,  119;  of  property,  105,  110; 
of  stocks,  114 ;  installment,  9.5. 

Salesman's  spending  money,  161. 

Savings  bank,  35. 

Selling  price,  110. 

Separate  maintenance,  77. 

Services  of  personal  service  corporation, 
42. 

Share  in  crop,  136. 

Ship  brokers'  taxes,  243. 

Shrinkage  in  value,  184. 

Soft  drink,  taxes  on,  241. 


Soldiers'  pay,  80. 

Special  assessments,  170. 

Spending  money  of  salesman,  161. 

Stamp  taxes,  246;  part  of  cost,  109;  de- 
ductible, 170. 

State  bonds,  85. 

States  employees,  79. 

Stock  of  bank,  taxes  on,  135,  171. 

Stock  exchanged,  112;  issued  for  prop- 
erty, 113. 

Stock,  expense  of  issue,  165,  181 ;  losses 
on,  179;  sales  of.  114. 

Stock,  preferred,  125;  treasury,  118. 

Stockholders;  salaries  of,  157  :  services  of, 
in  personal  service  corporations,  42. 

Storage  charges,  109. 

Subdivision,  100. 

Subsidiary  corporations.  36;  returns,  31. 

Substitute  for  money,  72. 

Surplus  accumulated,  133;  distribution. 
128;  earned  as  invested  capital,  49,  52; 
paid  in,  57. 

Surtax,  10. 

Tangible  property,  50,  55. 

Tax  for  fiscal  year,  29. 

Tax  free  bonds,  122,  167,  171.  217. 

Taxes  paid  or  accrued,  170;  on  bank 
stock,  171 ;  effect  on  invested  capital. 
61;  to  foreign  government,  172;  on  tax 
free  bonds,  167. 

Tenants'  expense,  155. 

Theaters,  taxes  on,  234,  243. 

Timber  depletion,  197. 

Time  for  filing  Return,  200;  for  pay- 
ment, 207. 

Trade  or  business  defined,  146. 

Trademarks  as  intangible  property,  55. 

Transportation  tax,  228. 

Traveler's  expense,  144,  154. 

Treasury  Department  rulings,  3,  4. 

Treasury  stock,  118;  invested  capital,  50. 

Trust  estate,  expense  of,  156;  income 
from,  140. 

Trustee's  compensation,  87;  expense, 
156;  Return,  47,  48. 

Understatement  in  Return,  205. 
Undivided  profits  as  invested  capital,  52. 
Unreasonable  expenses,   147. 
Use  of  property  by  owner,  136. 

Value,     appreciation     of,     71,     100,     58; 

shrinkage  of,  71,  184. 
Value  on  March  1,  1913,  107,  108. 
Victory  Notes,  82. 

Wages.  67,  87. 

War  plants,  amortization  of,  19.3. 

Water  rates,  170. 

Wear  and  tear,  182. 

Wholesale  sales,  taxes  on,  .^.11. 

Wife,  exemptions  of,  14;  surviving,  18. 

Withdrawals  and  invested  capital,  60; 
from  partnership  profits,  137. 

Withholding  for  alien.  21,  217;  for  for- 
eign corporation  tax,  32,  217;  on  tax 
free  bonds,  218. 

Worthless  bonds  and  stocks,  179. 

Worthless  debts,  174,  178. 
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PRACTICAL  ACCOUNTING 
PROBLEMS 


INTRODUCTION 


In  every  study  and  in  every  profession,  a  favorite  test  of  a  man's 
mastery  of  a  subject  is  the  working  out  of  problems.  Problems  com- 
pel him  to  apply  his  theories  and  to  develop  his  analytical  powers. 

Though  practice  problems  are  theoretical  in  the  sense  of  being 
based  on  supposititious  conditions,  they  are,  if  properly  stated, 
practical  because  representative  of  conditions  met  in  actual  practice. 
In  analyzing  and  solving  these  problems,  the  student  gains  that  con- 
fidence so  necessary  to  his  success  in  solving  similar  problems  in  the 
practice  of  his  profession ;  he  gets  valuable  practice  in  the  application 
of  principles  and  in  arranging  the  essential  facts  in  logical  sequence. 

The  drill  in  solving  theoretical  problems  is  a  very  essential  part 
of  the  training  of  the  student.  This  is  especially  true  in  the  case  of 
the  student  of  accountancy,  for  a  large  part  of  the  work  of  his  profes- 
sion is  to  solve  problems.  It  is  because  the  problems  are  compli- 
cated— ^because  unusual  conditions  exist — that  he  is  called  into  con- 
sultation; unusual  conditions,  rather  than  the  everyday  conditions 
which  can  be  met  by  the  average  bookkeeper,  create  the  demand  for 
his  services. 

The  purpose  of  this  book  is  to  provide  the  student  with  drill 
problems,  such  as  he  will  be  obliged  to  solve  in  the  profession  of 
accountancy.  To  insure  variety  the  problems  have  been  selected 
largely  from  the  papers  set  by  the  State  Boards  of  Accountancy  in 
examinations  for  the  degree  of  C.  P.  A.  Partial  solutions  are  given  to 
a  few  of  the  problems  in  order  to  enable  the  student  to  locate  his 
errors;  but  as  a  rule  they  are  omitted,  the  intention  being  to 
thoroughly  test  the  student's  analytical  powers. 

Preceding  the  problems  in   practical   accounting   are  several 
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questions  in  Theory  of  Accounts,  taken  from  C.  P.  A.  examinations. 
These  questions  will  be  found  both  interesting  and  instructive,  and 
in  answering  them  the  student  will  be  able  to  test  his  own  knowledge 
of  theoretical  accounting. 

The  student  is  urged  to  carefully  work  out  every  problem;  where 
solutions  are  given,  he  should  first  work  out  the  problems  in  detail, 
and  then  compare  the  results  with  the  solutions. 

THEORY  OF  ACCOUNTS 

C.  P.  A.  QUESTIONS 

1.  Give  proper  disposition  of  any  balance  appearing  in  a 
profit  and  loss  account  at  the  end  of  a  fiscal  year. 

2.  Outline  your  understanding  of  the  most  approved  method 
of  keeping  a  merchandise  account  and  give  titles  of  subdivisions  you 
would  suggest. 

3.  What  meaning  does  the  appearance  of  a  sinking  fund 
account  in  a  balance  sheet  convey  to  you?  Should  a  sinking  fund 
represent  specific  investments,  or  may  it  be  offset  by  equivalent  ledger 
entries? 

4.  Define  your  understanding  of  reserve  account;  reserve  fund; 
income  and  expenditures;  receipts  and  disbursements;  goodwill;  and 
income  bonds. 

5.  Note  different  methods  by  which  depreciation  on  patents, 
buildings,  and  machinery  may  be  provided  for,  and  outline  briefly 
your  opinion  as  to  the  most  desirable  course  to  be  adopted. 

6.  Give  your  understanding  of  the  terms — fixed  assets,  floating 
assets,  wasting  assets,  and  floating  debt. 

7.  Under  which  of  the  above  headings  would  you  place  cash, 
bills  payable,  machinery,  buildings?  Give  other  illustrations  that 
may  occur  to  you  and  reasons  for  your  opinion  in  each  case. 

8.  What  do  you  consider  the  important  features  of  a  modern, 
adequate  system  of  accounting  for  a  manufacturing  concern? 

9.  Admitting  that  in  making  up  an  inventory  the  most  ap- 
proved method  is  to  value  the  goods  at  cost  price,  can  you  state  any 
instance  where  it  would  be  permissible  to  extend  the  values  at  the 
market  price? 

10.  Do  you  consider  there  is  any  distinction  between  reserve 
fund  and  reserve  account?    If  -so,  what  are  your  reasons? 
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11.  State  the  aim  and  object  of  a  cost  sheet.  Give  an  example 
from  a  business  of  your  own  choosing. 

12.  After  having  conducted  his  business  as  a  wholesale  coal 
dealer  for  one  year,  and  keeping  only  single-entry  accounts,  the  pro- 
prietor employs  you  to  place  his  books  in  condition  to  be  kept  on  a 
system  of  double  entry.  You  find  only  a  cash  book,  a  day  book,  and 
a  ledger.  Detail  the  course  you  would  adopt  to  produce  a  profit  and 
loss  account  and  a  balance  sheet  and  for  providing  the  double-entry 
system  required. 

13.  A  manufacturer  obtains  two  patents  at  the  same  time  as 
follows : 

(a)  He  purchases  outright  a  patent  which  has  only  ten  more 
years  to  run  for  the  sum  of  $5,000.00,  which  he  terms  his  patent  No.  L 

(b)  He  invents  a  contrivance  and  obtains  a  patent  on  the  same, 
the  cost  of  which  he  estimates  at  $12,000.00,  and  which  he  styles  his 
patent  No.  2. 

At  the  end  of  three  years  he  expends  the  sum  of  $5,000.00  in 
defending  his  patent  No.  2,  the  decision  being  given  in  his  favor. 
One  year  later  he  spends  $2,000.00  in  a  suit  he  brings  against  a 
competitor  for  infringement  of  his  patent  No.  7,  which  suit  he 
also  wins. 

Without  giving  the  actual  figures,  state  how  you  would  treat  all 
the  above  transactions  and  arrive  at  a  valuation  of  those  two  patents 
six  years  after  he  had  obtained  them,  giving  reasons  therefor. 

14.  A  merchant  who  has  been  in  business  for  twenty  years 
decides  to  put  a  valuation  on  the  goodwill  of  his  business  and  carry 
the  same  as  an  asset  on  his  ledger,  the  entry  being  to  charge  goodwill 
and  credit  surplus.  Another  merchant  five  years  later  buys  the  entire 
business,  including  the  goodwill,  and  after  making  a  careful  inventory 
finds  that  the  actual  net  resources,  exclusive  of  goodwill,  amount  to 
$5,000.00  less  than  the  sum  he  paid  for  it. 

Discuss  the  subject  of  goodwill  in  respect  to  the  above  cases, 
and  state  the  correct  manner  of  dealing  with  the  same. 

15.  Explain  the  manner  of  arriving  at  the  cost  of  a  mechanism, 
the  parts  of  which  are  made  in  various  departments  and  brought 
together  in  an  assembling  room;  also  discuss  the  various  headings  of 
costs  that  you  would  expect  to  deal  with  and  the  manner  of  arriving  at 
the  same. 


155 


4  PRACTICAL  ACCOUNTING  PROBLEMS 

16.  Describe  and  illustrate  the  rulings  of  at  least  three  forms 
of  ledgers  adapted  to  customers'  accounts  and  state  the  form  you 
prefer  for  certain  specific  classes  of  accounts. 

17.  Draw  up  a  form  of  check  register  to  be  used  in  conjunction 
with  a  complete  voucher  system,  it  being  intended  that  the  check 
register  shall  take  the  place  of  the  disbursement  side  of  the  cash  book 
and  shall  also  record  the  deposits  and  withdrawals  in  three  different 
bank  accounts.  Discounts  on  goods  purchased  are  to  be  handled 
through  the  voucher  journal. 

18.  What  is  a  perpetual  inventory?  Outline  a  plan  by  which 
not  only  the  storekeeper  may  know  readily  the  quantity  of  goods  on 
hand  of  each  and  every  kind,  but  which  also  enables  the  general 
office  to  have  the  same  information  on  its  own  stock  books. 

19.  Describe  briefly  how  you  would  bring  upon  the  books  of  a 
company  a  sinking  fund  created  for  the  purpose  of  finally  redeeming 
its  bonded  indebtedness.  How  would  you  treat  the  assets  of  this 
fund  and  investment  of  the  same?  Finally,  how  would  you  show 
the  condition  of  this  fund  in  the  balance  sheet  of  the  company? 

♦PARTNERSHIP  PROBLEMS 

1.  X  and  Y  agree  to  enter  into  partnership  on  January  Is* 
Each  brings  $3,000.00  in  cash  into  the  business.     They  agree  to  take 
over  inheritable  property  worth  S5,000.00  belonging  to  X.     Y  brings 
into  the  business  goods  worth  $2,000.00  and  book  debts  valued  at 
$2,800.00.    Prepare  a  balance  sheet  of  the  new  firm  as  at  January  1st. 

2.  X  and  Y  are  in  partnership  together  on  equal  terms.  X's 
capital  at  the  beginning  of  the  year  was  $2,000.00  and  Y's  $1,000.00. 
X  has  drawn  $200.00  at  the  end  of  each  quarter,  and  Y  has  drawn 
$300.00  at  the  end  of  each  half-year.  The  profit  for  the  year  has 
amounted  to  $1,500.00.  Show  the  partners'  capital  accounts  at  the 
close  of  the  year,  allowing  interest  at  the  rate  of  5  per  cent  on  the 
capital,  and  charging  interest  at  the  same  rate  on  the  partners' 
drawings. 

3.  A  and  B,  partners  in  a  mercantile  business,  share  profits  and 
losses  equally.  At  the  end  of  five  years  the  partnership  terminated, 
and  the  balance  sheet  showed  the  following: 


*  These  problems,  Pages  4-26,  have  been  selected  from  the  works  of  some  of  the 
World!!  best-known  authorities. 
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Assets 

Liabilities 

Accounts  receivable 

$3000 

4000 

400 

600 

00 
00 
00 
00 

00 

Creditors 

$3000 
1000 

4000 

00 

Goods 

Bills  payable 

00 

Plant  and  machinery 

CAsh  in  bank 

Capital: 

A $3000.00 

B 1000.00 

00 

$8000 

$8000 

00 

Subsequently  the  business  as  it  stands  (except  cash  in  bank)  was  sold 
for  $5,500.00,  the  purchaser  taking  over  the  liabilities.  Make  final 
adjustments  and  closing  entries,  and  show  the  amount  each  partner 
receives. 

4.  Messrs.  Thin  &  Black  are  partners  in  business,  sharing 
profits  and  losses  equally.  From  the  following  trial  balance  of  their 
ledger  at  the  close  of  the  year  prepare  a  profit  and  loss  account, 
capital  accounts  of  the  two  partners,  and  a  balance  sheet  as  at  the 
close  of  the  year. 

John  Thin,  capital  account 

Richard  Black,  capital  account 

Bank 

Goods 

Bills  receivable 

Bills  payable 

Trade  expense 

Interest 

Wages 

Sundry  book  accounts  receivable 

Sundry  book  accounts  payable 


$2000 

00 

1800 

00 

$3000 

00 

800 

00 

3200 

00 

2100 

00 

100 

00 

30 

00 

350 

00 

800 

00 

2380 

00 

$8280 

00 

$8280 

00 

Total  of  inventory  of  goods  on  hand  at  close  of  year,  $2,500.00. 

5.  The  capital  of  three  partners,  A,  B,  and  C,  in  a  manufac- 
turing business  on  January  1st  was  $25,000.00,  of  which  A  owned 
one-fifth,  B  two-fifths,  and  C  two-fifths.  December  31st,  one  year 
thereafter,  the  condition  of  the  business  was  found  to  be  as  follows : 
Assets  Liabilities 


Land  and  buildings. . 
Plant  and  machinery. 

Stock  on  hand 

Book  debts 

Cash  in  bank 


$16000 
7000 
2000 
6000 
3000 


$34000 


00 


Creditors. 


$8000 


00 


Partners'  withdrawals:  ^,  $1,500.00;  B,  $1,000.00.;  C,  $2,000,00. 
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After  crediting  interest  on  capital  at  the  credit  of  each  partner 
at  the  beginning  of  the  year  at  the  rate  of  5  per  cent,  show  the  net 
result  for  the  year,  and  distribute  the  same,  in  the  proportions  of  the 
partners'  capital,  to  the  partners'  accounts.  Prepare  partners' 
capital  accounts,  showing  the  condition  of  each  at  the  end  of  the  year. 

6.  Messrs.  Smith  &  Black  are  partners  on  equal  terms,  and 
they  agree  to  dissolve  partnership  on  June  30th.  The  following  is 
the  balance  of  their  books  at  that  date : 


Customers'  accounts. . . 

Creditors'  accounts 

Machinery  and  plant . . . 

Stock  in  trade 

Bank 

Profit  and  loss  account 
Smith,  capital  account. 
Black,  capital  account. 


$7000 

00 

$8000 

00 

3000 

00 

4000 

00 

1000 

00 

1500 

00 

2000 

00 

1500 

00 

$14000 

00 

$14000 

00 

Black  is  to  take  over  the  business  on  the  footing  of  the  above 
balance,  subject  to  10  per  cent  being  written  off  customers'  accounts 
for  bad  debts,  and  5  per  cent  being  written  off  machinery  and  plant 
for  depreciation.  Show  how  this  arrangement  will  be  carried  out, 
and  how  much  Black  will  have  to  pay  Smith. 

7.  A  and  B  have  been  in  partnership  for  some  years,  sharing 
the  profits  equally,  and  on  December  31st  their  balance  sheet  was 
as  follows: 

Balance  Sheet,  December  31st 
Assets  Liabilities 


Customers 

Goods 

Plant  and  machinery . 
Bank 


$10000 

7000 

4000 

800 


$21800 


00 


Creditors , 

Capital  accounts: 

A $  9800.00 

B 10000.00 


$  2000 


19800  00 


00 


$21800  00 


They  resolve  to  assume  C  as  a  partner  as  at  January  1st.    The 
members  of  the  new  firm  are  to  share  profits  equally.     In  respect  of 
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being  assumed  as  a  partner,  C  agrees  to  pay  A  and  B  each  a  sum  equiv- 
alent to  one  year's  profits,  based  on  the  average  for  the  last  three 
years,  and  is  to  place  $10,000.00  in  the  business  as  his  capital.  It  is 
agreed  that  from  the  assets  appearing  in  the  above  balance  sheet  5 
per  cent  is  to  be  reserved  off  customers'  accounts  for  discount  and  bad 
debts,  and  10  per  cent  is  to  be  written  off  machinery  and  plant  for 
depreciation.  The  annual  average  profit  for  the  past  three  years 
is  $1,500.00.  In  settlement  of  the  transaction  C  pays  $13,000.00  into 
the  firm's  bank  account  on  January  1st.  Prepare  balance  sheet  of 
the  new  firm  immediately  thereafter. 

8.  John  Kay  and  William  Mackay  start  in  business  as  whole- 
sale warehousemen  on  January  1st.  $12,000.00  was  brought  in  by 
John  Kay,  and  $8,000.00  by  William  Mackay.  The  profits  are  to 
be  divided  in  proportion  to  the  capital  brought  in.  On  December 
31st  stock  was  taken  and  amounted  to  $12,600.00  and  the  trial 
balance  of  the  books  at  that  date  was  as  follows : 


Purchases 

Sales 

Freight  and  carriage 

Salaries  and  wages 

Rent,  rates,  taxes,  and  insurance 

Traveling  expenses 

Discount  and  commission 

Gas  and  fuel 

Office  and  petty  expenses 

Trade  debtors 

Bank 

Trade  creditors 

John  Kay,  capital  account 

W.  Mackay,  capital  account 

John  Kay,  drawing  account 

W.  Mackay,  drawing  account 


Prepare  from  the  above  data  the  necessary  closing  entries,  and 
make  out  the  profit  and  loss  account  and  balance  sheet,  showing  the 
exact  position  of  the  firm  at  December  31st. 

9.  The  following  is  the  trial  balance  of  Brown  &  Smith,  who 
are  equally  interested  in  the  business,  as  at  December  31st; 


$28750 

GO 

$20400 

00 

120 

00 

570 

00 

220 

00 

190 

00 

70 

00 

40 

00 

120 

00 

4320 

00 

6750 

00 

2750 

00 

12000 

00 

8000 

00 

1200 

00 

800 

00 

$43150 

00 

$43150 

00 
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Stock  on  hand  at  beginning  of  year 

Purchases  during  year 

Sales  during  the  year 

Stock  on  hand  at  end  of  year,  $7000 .00 

Discount 

Rent,  rates,  and  taxes 

Wages 

Salaries 

Expenses 

Stationery  and  postage 

Bills  payable 

Bills  receivable 

Creditors'  open  accounts 

Customers'  open  accounts 

Bank 

Brown,  capital  account 

Smith,  capital  account 


$  8000 

00 

40000 

00 

$50000 

00 

300 

GO 

1500 

00 

2000 

00 

500 

00 

250 

00 

100 

00 

3000 

00 

2000 

00 

4000 

00 

5000 

00 

1000 

00 

1500 

00 

1550 

00 

$60350 

00 

$60350 

00 

The  partners  agree  to  dissolve  on  the  footing  that  Smith  retires 
from  the  business  and  is  to  get  one-half  of  the  goodwill  of  the  busi- 
ness, which  is  to  be  taken  as  worth  three  years'  profits  of  the  average 
for  the  last  three  years,  including  the  year  of  which  the  above  is  the 
trial  balance.  The  profits  for  the  two  previous  years  have  been 
$3,500.00  and  $3,000.00.  In  ascertaining  the  profit  for  the  last 
year  reserve  5  per  cent  on  customers'  accounts  and  bills  receivable 
for  bad  debts.  Show  the  partners'  capital  accounts  and  the  balance 
sheet  of  the  business  after  Smith  has  been  paid  by  check  the  balance 
due  to  him. 

10.  William  Johnston  and  Edward  Brown  entered  into  part- 
nership on  January  1st,  under  the  firm  name  of  Johnston  &  Brown, 
wholesale  and  general  ironmongers.  On  January  1st,  Johnston  paid 
in  as  his  capital  $3,000.00  and  Brown,  $2,000.00.  The  profits  are 
to  be  divided  in  proportion  to  the  capital  brought  in.  Interest  at 
5  per  cent  is  to  be  charged  on  their  respective  drawings.  On  Decem- 
ber 31st  stock  was  taken,  and  amounted  to  $1,000.00.  The  trial 
balance  of  the  books  as  at  that  date  was  as  follows : 


Plant  and  machinery 

OflBce  furniture  and  fittings 

Horses,  carts,  and  harness . 

Carry  forward ... 
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Brought  forward 

Purchases 

Sales 

Rent,  rates,  taxes,  and  insurance 

Office  and  general  expenses 

Freight  and  carriage 

Horse  keep 

Discounts  and  allowances 

Interest,  commission,  and  bank  charges . . 

Printing,  stationery,  and  advertising 

Traveling  expenses 

Salaries  and  wages 

William  Johnston,  capital  account 

Edward  Brown,  capital  account 

William  Johnston,  drawings  on  June  30th 
Edward  Brown,  drawings  on  June  30th . . . 

Trade  debtors 

Trade  creditors 


$2100 

00 

6000 

00 

$8500 

00 

150 

00 

130 

00 

120 

00 

80 

00 

40 

00 

30 

00 

20 

00 

130 

00 

1000 

00 

3000 

00 

2000 

00 

700 

00 

.  500 

00 

3000 

00 

500 

00 

$14000 

00 

$14000 

00 

Prepare  profit  and  loss  account,  having  first  dealt  with  the  interest 
referred  to  in  the  preliminary  paragraph,  pass  the  profit  or  loss,  as 
the  case  may  be,  to  the  partners'  accounts,  and  prepare  a  balance 
sheet  as  at  December  31st. 

11.  A,  B,  and  C  enter  into  partnership  on  January  1st.  A 
contributes  $1,800.00,  B  SI, 200.00,  and  C  $600.00.  The  profits 
and  losses  are  to  be  divided  in  the  same  proportion.  Tlie  partners 
agree  that  before  dividing  the  profits  there  shall  be  charged  as  an 
expense  of  the  business,  and  placed  to  their  individual  credit,  salaries 
as  follows:  A  $100.00,  B  $100.00,  and  C  $50.00.  At  December 
31st  the  trial  balance  of  their  books  showed  the  following: 


Capital,  A 

Capital,  B 

Capital,  C 

Cash  on  hand  and  in  bank 

Stock  at  January  1st .,. 

Purchases Ut,  j 

Sales 

Plant  and  fixtures 

Book  debts  receivable,  including  consignments 

Consignments  outwards,  price  realized 

Trade  creditors 

Carry  forward 
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$1800 

00 

1200 

00 

600 

00 

$  400 

00 

:   2100 

00 

.10300 

00 

5500 

00 

400 

00 

4100 

00 

6700 

00 

2890 

00 

$17300 

00 

$18690 

00 
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Brought  forward 

Loan  account 

Interest 

Salaries 

Wages 

Rent,  rates,  insurance,  etc 

Interest  and  discount 

Losses  on  exchange 

Commissions 

Drawings,  A  (including  salary  of  $100) 
Drawings,  B  (including  salary  of  $100) 
Drawings,  C  (including  salary  of  $  60) 


$17300 

00 

$18690 

00 

1200 

00 

50 

00 

650 

00 

400 

00 

200 

00 

250 

00 

400 

00 

610 

00 

550 

00 

450 

00 

350 

00 

$20550 

00 

$20550 

00 

Their  inventory  of  stock  on  hand,  December  31st,  amounted  to 
$2,300.00.  Unexpired  insurance  premium,  $5.00.  Rent  paid  in 
advance,  $10.00. 

Prepare  a  trading  account  (cost  as  against  proceeds),  a  profit 
and  loss  account,  and  a  balance  sheet;  also  partners'  capital  accounts, 
December  31st,  allowing  5  per  cent  interest  on  capital  at  the  begin- 
ning of  the  year,  and  reserving  3  per  cent  for  losses  on  book  debts. 

12.  From  the  following  particulars  of  the  business  of  Smith 
&  Brown  prepare  a  manufacturing  account,  a  profit  and  loss  ac- 
count, and  capital  accounts  for  the  year,  together  with  a  balance 
sheet,  December  31st. 


John  Smith,  capital  account 

John  Smith,  drawings  account. . . . 
WiUiam  Brown,  capital  account . . 
William  Brown,  drawings  account 

Bills  payable 

Bills  receivable 

Stock  at  beginning  of  year 

Purchases 

Sales 

Customers'  accounts 

Creditors 

Machinery  account 

Buildings 

Wages 

OflSce  furniture 

Rent 

Cash  on  hand  and  in  bank 

Power,  etc 

Carry  forward 


$  4000 

00 

$  900 

00 

3000 

00 

600 

00 

500 

00 

885 

00 

3000 

00 

6000 

00 

16000 

00 

2000 

00 

600 

00 

3500 

00 

1000 

00 

4000 

00 

280 

00 

300 

00 

250 

00 

300 

00 

$23015 

00 

$24100 

00 
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Brought  forward 

Traveling  expenses 

Commission 

Discount  off  purchases 

Discounts  to  customers. . . 

li'reight  outwards 

Fire  insurance 

Interest  and  bank  charges 

Horse  keep 

Advertising 

Bad  debts  written  off 

Sundry  expenses 


$23015 

00 

$24100 

00 

150 

00 

200 

00 

100 

00 

160 

00 

110 

00 

80 

00 

60 

00 

70 

00 

85 

00 

100 

00 

170 

00 

$24200 

$24200 

00 

00 

The  stock  on  hand  at  the  end  of  the  year  was  valued  at  $4,000.00. 
Provide  5  per  cent  on  book  debts  for  bad  debts  and  discount.  Write 
7  per  cent  off  machinery  and  office  furniture  for  depreciation.  Carry 
forward  unexpired  fire  insurance,  $20.00.  Provide  for  three  days* 
wages,  $40.00.  Partners  are  to  get  5  per  cent  interest  on  capital  at  the 
beginning  of  the  year  (viz,  $4,000.00  and  $3,000.00). 

Smith  is  to  get  $700.00  a  year  and  Brown  $400.00  in  respect  of 
salary.     Profits  thereafter  are  to  be  divided  equally. 

13.  John  Richards,  Mech.  Eng.,  agreed  to  take  his  manager, 
Robert  Low,  into  partnership  on  January  1st,  the  latter  arranging 
to  bring  in  as  his  capital  the  sum  of  $5,000.00,  the  profits  to  be  divided 
in  proportion  to  the  capital  of  each  partner.  On  January  1st  the 
balance  of  John  Richards'  books  which  was  accepted  by  Low  was  as 
follows : 

Assets     Liabilities 


Stock  in  trade 

Plant  and  machinery 

Land  and  buildings 

Patent  rights — 2  years  unexpired 

Book  debts 

Trade  creditors 

Bank 

John  Richards,  capital  account. . . 


On  December  31st  the  trial  balance  of  the  books  stood  as  follows, 
but  nothing  had  been  written  #>ff  in  respect  of  plant  and  machinery 


$4500 

00 

2000 

00 

3000 

00 

400 

00 

2500 

00 

$2900 

00 

1500 

00 

8000 

00 

$12400  00 

$12400 

00 
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and  patent  rights. 
to  $5,000.00. 


Stock  was  taken  by  the  partners,  atid  amounted 


Trial  Balance,  December  31st 


Stock  at  January  1st 

Purcliases 

Plant  and  machinery 

Land  and  buildings 

Patent  rights 

Book  debts 

Wages 

Rents,  rates,  taxes,  etc 

Coal  and  lighting 

Carriage 

Trade  expenses 

John  Richards,  capital  account. . 
Robert  Low,  capital  account. .  . . 
John  Richards,  drawing  account. 
Robert  Low,  drawing  account . . . 

Bank 

Sales 

Creditors 


$4500 

00 

7000 

00 

2250 

00 

3000 

00 

400 

00 

3200 

00 

1500 

00 

100 

00 

150 

00 

100 

00 

150 

00 

$  8000 

00 

5000 

00 

600 

00 

400 

00 

1400 

00 

10000 

00 

1750 

00 

1  $24750 

00 

$24750 

00 

Prepare  profit  and  loss  account  and  balance  sheet,  after  writing 
off  5  per  cent  from  plant  and  machinery  and  $200.00  from  patent 
rights,  and  show  the  exact  position  of  the  two  partners,  December  31st. 

14.     Robert  Gow  and  William  Erskine,  trading  as  Robert  Gow 
&  Co.,  had  been  in  business  as  general  traders  for  some  years,  and" 
their  books  were  made  up  on  December  31st  with  a  view  to  taking  in 
their  foreman,  Peter  Scott,  from  January  1st.     The  position  of  the 
business  at  that  date  was  as  follows : 


Land  and  buildings  .... 
Fixtures  and  fittings  .  .  . 

Stock  on  hand 

Debtors 

Bank 

Creditors 

Robert  Gow,  capital  . . . . 
William  Erskiue,  capital 


$2000 

00 

400 

00 

3000 

00 

1800 

GO 

2000 

00 

$1200 

00 

0000 

00 

2000 

00 

$9200 

00 

$9200 

00 

Peter  Scott  brought  in  as  his  capital  the  sum  of  $1,000.00,  and 
the  profits  were  to  be  divided  in  the  proportion  of  six-ninths  to  GoW; 
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two-ninths  to  Erskine,  and  one-ninth  to  Scott.  The  partners  were 
to  draw  as  against  profits,  on  the  first  of  each  month,  the  respective 
sums  of  $100.00,  $33.33,  and  $16.67. 

On  December  31st  the  books  were  made  up,  and  the  book- 
keeper presented  to  the  partners  the  following  as  the  trial  balance : 


Land  and  buildings 

Fixtures  and  fittings 

Stock V. 

Debtors 

Creditors 

Bank 

Purchases 5 

Rent,  rates,  taxes,  and  insurance 

Freight  and  carriage 

Salaries  and  wages 

Coal,  gas,  and  lighting 

Printing,  stationery,  and  advertising 

General  office  expenses 

Discount  and  commission 

Robert  Gow,  drawings 

Wm.  Erskine,  drawings 

Peter  Scott,  drawings 

Sales 

Robert  Gow,  capital 

Wm.  Erskine,  capital 

Peter  Scott,  capital 


S2300 

00 

400 

00 

3000 

00 

3600 

00 

$1100 

00 

800 

00 

5000 

00 

400 

00 

70 

00 

430 

00 

40 

00 

60 

00 

50 

00 

150 

00 

1200 

00 

400 

00 

200 

00 

8000 

00 

6000 

00 

2000 

00 

1000 

00 

$18100 

00 

$18100 

00 

The  stock  was  taken  by  the  foreman  and  partners  jointly  and 
amounted  to  the  sum  of  $2,100.00. 

Prepare  a  profit  and  loss  account,  apportion  the  profit  or  loss, 
as  the  case  may  be,  to  the  respective  partners,  and  make  out  a  balance 
sheet,  December  31st. 

15.  On  December  31st,  1896,  Eraser,  one  of  the  partners  of 
the  firm  of  Ross  &  Eraser,  purchased  for  $3,000.00  Ruby  Diamond 
Co.  shares.  The  expenses  of  the  purchase,  amounting  to  $9.00, 
were  charged  to  the  profit  and  loss  account  of  the  firm.  The  arbiter, 
under  the  contract  of  co-partnership,  decided,  on  December  31st, 
1898,  that  the  purchase  was  ultra  vires  of  the  contract  of  co-part- 
nership. Ross  is  entitled  to  two-thirds  of  the  profit  and  Eraser  to 
one-third,  and  interest  is  allowed  on  their  accounts  at  the  rate  of 
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I  5  per  cent.  On  December  31st,  1898,  the  Ruby  Diamond  shares 
account  in  the  ledger  of  the  firm  had  $3,000.00  on  the  debit  side, 
and  no  dividends  had  been  received.  "What  entries  will  be  requir- 
ed in  the  books  of  the  firm  December  31st,  1898,  to  put  matters 
right?  Show  the  entries  which  will  require  to  be  made  in  the  part- 
ners' accounts. 

JOINT  ACCOUNT  PROBLEMS 

A  joint  account,  or  joint  adventure  account,  as  it  is  sometimes 
called,  records  the  commercial  transactions  of  a  particular  kind,  usually 
of  a  temporary  nature,  entered  into  jointly  by  several  parties  who  com- 
bine together  for  the  purpose,  and  contribute  the  capital  and  the  serv- 
ices, as  may  be  arranged,  and  agree  to  share  the  losses  or  profits  in 
certain  proportions. 

One  of  the  parties  may  act  as  manager,  although  they  may  all 
have  a  share  in  the  management,  and  when  the  speculation  or  venture 
is  completed  the  manager  combines  all  transactions  in  the  joint  ac- 
count, ascertains  the  balance  due  to  or  by  each  of  the  parties,  and 
settles  with  his  co-venturers.  The  debit  side  of  the  joint  account 
contains  all  the  outlay,  and  the  credit  side  all  the  receipts  or  income. 

16.  Brown  imports  goods  on  joint  account  with  Smith;  the 
goods  cost  $1,000.00,  which  was  paid  by  Brown;  the  freight  and  in- 
surance cost  $65.00,  which  Smith  paid.  The  goods  realize  $1,170.00, 
which  is  received  by  Smith.  Draw  up  an  account,  showing  the  profit 
on  the  venture  and  the  amount  payable  by  Smith  to  Brown. 

17.  R.  Allan  and  T.  Dick  agreed  to  import  into  this  country 
from  Australia  a  quantity  of  timber.  On  March  1st  they  opened  a 
banking  account  in  their  joint  names,  to  the  credit  of  which  R,  Allan 
paid  $700.00  and  T.  Dick  $500.00.  They  agreed  to  divide  profits  or 
losses  in  proportion  to  these  amounts.  From  this  account  $900.00 
was  remitted  to  Australia  for  cost  of  timber,  $50.00  for  agent's  charges, 
and  $200.00  was  paid  for  freight  and  other  charges.  On  December 
1st  they  had  realized  by  various  ■  sales  $1,200.00,  which  had  been 
paid  to  the  joint  account,  and  each  partner  had  been  paid  thereout 
the  amount  he  had  advanced.  They  agreed  to  close  the  adventure, 
Allan  taking  over  the  unsold  timber  at  the  price  of  $200.00.  Make 
out  the  accounts,  and  show  how  the  transaction  would  be  closed. 

166 


PRACTICAL  ACCOUNTING  PROBLEMS 


15 


18. 


MANUFACTURING  PROBLEMS 

W.    Allan    is    a   wholesale    clothing    manufacturer.    On 


January  1st  his  stock  was  $7,000.00. 
June  30th,  his  transactions  were : 

Purchases 

Sales 

Wages  (making) 

Wages  (cutting-foreman  and  warehouse) . . 

Salesman  and  office  expenses 

Rent,  rates,  and  insurance 

Traveling  and  commission 

Advertising  and  other  trade  expenses 

Discounts  and  bad  debts 

Bank  interest  and  charges 

Interest  paid  on  loan 

Stock  on  hand  at  end  of  year 


During  the  half-year,  ended 


$   8000 

13000 

2400 

300 

500 

100 

310 

200 

350 

50 

50 

8000 


00 
00 
00 
00 
00 
00 
00 
00 
00 
00 
00 
00 


Prepare  trading  and  profit  and  loss  accounts  from  these  figures. 

19.  From  the  following  particulars  of  the  business  of  W.  S. 
Black  prepare  trading  account  and  profit  and  loss  account  for  the 
year,  and  balance  sheet  as  at  the  close  of  the  year. 

Trial  Balance,  December  31st 


Stock  at  beginning  of  year 

Rents,  rates,  taxes,  etc 

General  expenses 

Sales 

Purchases 

Capital S7000 

Less  drawings 1000 

Trade  creditors 

Petty  cash  expended 

Petty  cash  on  hand 

BiUs  receivable 

Bills  payable 

Bank 

Wages  and  salaries 

Carriages 

Discount 

Bad  debts 

Customers 


Stock  at  end  of  year,  $2,500.00 


$3000 

00 

500 

00 

300 

00 

$30000 

00 

25000 

00 

6000 

00 

3000 

00 

98 

00 

5 

00 

2000 

00 

1000 

00 

1200 

00 

1300 

00 

300 

00 

1100 

00 

2000 

00 

150 

00 

7047 

00 

$42000 

00 

$42000 

00 
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20.  From  the  following  trial  balance  of  the  books  of  John  Dick, 
December  31st,  prepare  trading  account,  profit  and  loss  account,  and 
balance  sheet. 


John  Dick,  capital 

John  Dick,  drawings 

Stock-in-trade,  January  1st.  .  . 

Purchases 

Wages  (manufactuirng) 

Bills  receivable 

Bills  payable 

Trade  creditors 

Advances  on  consignments 

Bank  balance 

Goods  sold 

Consignments 

Fire  insurance 

Book  debts 

Reserve  and  contingency  fund. 

Machinery  and  plant 

Discount 

Rent,  rates,  and  taxes 

Bad  debts 

Trade  expenses 


$18000 

00 

$  1800 

00 

12500 

00 

41750 

00 

7890 

00 

1450 

00 

7900 

00 

6225 

00 

2400 

00 

3710 

00 

53100 

00 

3100 

00 

60 

00 

11100 

00 

850 

00 

3100 

00 

310 

00 

700 

00 

660 

00 

345 

00 

$88475 

00 

$88475 

00 

Stock-in-trade,  Dec.  31,  $16,400.00. 

Allow  for  depreciation  on  machinery  and  plant  at  the  rate  of 
5  per  cent,  and  include  wages  outstanding,  $20.00,  and  rent  out- 
standing, $30.00. 

21.  The  trial  balance  of  a  manufacturing  firm,  taken  December 
31st,  was  as  follows: 


Capital,  A 

Capital,  B 

Plant  and  machinery 

Purchases 

Sales 

Stock  on  hand,  January  1st. 

Wages 

Salaries 

Traveling  expenses 

Interest 

Stationery  and  printing 

Rents  and  taxes 

Discounts  and  allowances. . . 


Carry  forward $25410  00 


$  8000 

00 

4000 

00 

$7000 

00 

7600 

00 

19000 

00 

3000 

00 

4800 

00 

1200 

00 

500 

00 

120 

00 

240 

00 

700 

00 

250 

00 

$25410 

00 

$31000 

00 
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Brought  forward 

Fuel 

Insurance 

Freight 

General  expenses 

Bank 

Creditors 

Accounts  receivable 

Rent  of  steam-power 

Cash  on  hand 

Loan  account 


$25410 

00  1  $31000 

GO 

600 

00 

230 

00 

300 

00 

120 

00 

1000 

00 

800 

00 

5000 

00 

300 

00 

40 

00 

1400 

00 

$33100 

$33100 

00 

00 

The  stock  on  hand,  December  31st,  amounted  to  $5,000.00; 
each  partner  is  to  be  credited  with  5  per  cent  on  his  capital  for  one 
year  before  profits  are  ascertained;  3  per  cent  to  be  written  off  book 
debts  for  discount;  10  per  cent  to  be  written  off  machinery  and  plant 
for  depreciation;  unexpired  insurance  to  the  extent  of  $40.00  to  be 
taken  into  account;  net  profit  to  be  divided  two-thirds  to  A  and  one- 
third  to  B.  Draft  journal  entries  for  closing  the  books,  and  prepare 
trading  account  and  profit  and  loss  account,  together  with  final 
balance  sheet. 

22.  From  the  following  particulars  of  the  business  of  Jamieson 
&  Robb,  Timber  Merchants  and  Wood  Turners,  prepare  trading 
and  profit  and  loss  accounts,  and  balance  sheet  as  at  the  close  of  the 
year. 

Trial  Balance,  December  31st 


J.  Jamieson,  capital  account 

R.  Robb,  capital  account 

Sales 

Stock  at  January  1st 

Purchases  (timber) 

Bills  payable 

Debtors 

Creditors 

Carriage,  cartage,  and  horse  expenses 

Repairs  and  maintenance 

Coal 

Gas  and  water 

OU,  grease,  and  waste 

Feu-duty 

Rates,  taxes,  and  insurance 

Carry  forward 


$  5000 

00 

4000 

00 

10000 

00 

$2500 

00 

8000 

00 

3000 

00 

4200 

00 

2000 

00 

500 

00 

100 

00 

70 

00 

20 

00 

40 

00 

50 

00 

70 

00 

ocT 

$15550 

$24000 

00 
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Brought  forward 

Bank  interest 

Discounts  and  allowances 

Bad  debts 

Buildings,  fixed  machinery,  and  plant. 

Horses,  carts,  harness,  etc 

Loose  tools,  utensils,  and  furniture  . . . . 

Wages 

Salaries 

Incidental  expenses 

Partners'  salaries 

Cash  at  bank 

Cash  in  hand 

Bills  receivable 


$15550 

20 

200 

60 

4000 

400 

150 

1000 

400 

100 

300 

800 

20 

1000 


$24000 


$24000 


$24000 


00 


00 


Stock,  December  31st,  $3,000.00. 

Make  provision  for  the  following : 

Depreciation  on  buildings,  etc.,  $200.00. 
Accruing  incidental  expenses,  $50.00. 
Discount  5  per  cent  on  debtors'  balances. 
Loss  on  debtors'  balances,  $40.00. 
The  net  profit  is  divisible  between  the  partners  in  proportion  to 
their  capital  January  1st. 

23.  Prepare  profit  and  loss  account  and  balance  sheet  from  the 
following  trial  balance,  December  31st,  of  the  business  of  J.  Purves, 
Tobacco  Manufacturer: 

J.  Purves,  capital 

Sales 

Tobacco  purchased 

Loan  on  mortgage 

Machinery  and  plant 

Land  and  buildings 

Creditors 

Wages 

Customers 

Boxes,  labels,  etc.,  for  year 

Rates  and  taxes 

Bills  receivable 

Insurance 

Carriage 

Petty  cash  and  postage 

Stock  at  beginning  of  year 

Cash  at  bank  and  in  hand 


$  800 

00 

$  4500 

00 

10000 

00 

2000 

00 

1000 

00 

1500 

00 

2000 

00 

1500 

00 

5000 

00 

1000 

00 

500 

00 

40 

00 

500 

00 

10 

00 

150  00 

100  00 

2000  00 

1400  00 

$17000 

00 

$17000 

00 
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Charge  depreciation  on  land  and  buildings  at  3  per  cent,  and  on 
machinery  and  plant  at  5  per  cent.  Provide  for  interest  on  loan 
(one  year)  at  5  per  cent,  and  as  a  provision  for  bad  debts  and  dis- 
counts reserve  6  per  cent  on  the  balance"due  by  customers — $1,000.00. 
The  value  of  stock  at  the  end  of  the  year  was  $2,040.00,  and  there 
was  $5.00  worth  of  stamps  on  hand. 

DOUBLE  ACCOUNT  FORM  OF  BALANCE  SHEET 

'SMiile  principally  used  in  England,  a  double  account  form  of 
balance  sheet,  as  it  is  called,  which  is  prescribed  for  companies  formed 
to  undertake  public  works  under  sanction  of  Acts  of  Parliament,  is  of 
some  interest.  Its  distinctive  feature  is  that,  since  the  money  author- 
ized to  be  spent  is  provided  for  a  specific  purpose,  such  as  the  con- 
struction of  a  railway,  the  fixed  assets  and  fixed  liabilities  are  separated 
from  the  floating  assets  and  floating  liabilities  of  the  concern.  Tlie 
fixed  assets  and  fixed  liabilities  are  kept  in  an  account  called  the 
receipts  and  expenditure  on  capital  account,  and  the  floating  assets 
and  floating  liabilities  form  the  general  balance  sheet  of  the  concern. 
The  capital  account  is  credited  with  the  capital  receipts,  whether  in 
the  form  of  share  capital  or  loan  capital,  and  is  debited  with  the 
capital  expenditure  incurred  in  acquiring  the  property  or  constructing 
the  works  for  which  the  capital  receipts  were  expressly  authorized  by 
the  special  Act  of  Parliament  to  be  received.  The  excess  of  the 
capital  shows  the  amount  of  the  capital  receipts  which  have  not  been 
applied  to  their  specific  purposes  and  are  still  available;  while  any 
excess  of  capital  expenditure  over  capital  receipts  shows  the  expendi- 
ture of  revenue  in  fixed  assets  in  addition  to  the  capital  receipts  author- 
ized to  be  so  spent.  The  balance  of  capital  account  is  carried  to  the 
general  balance  sheet,  and  represents  either  the  indebtedness  of 
capital  to  revenue  or  revenue  to  capital.  In  such  cases  the  ordinary 
rules  for  the  valuation  of  assets  do  not  apply.  The  capital  is  raised 
for  certain  purpose,  and  must  be  expended  on  that  purpose.  The 
capital  account  is  for  the  purpose  of  seeing  that  the  money  con- 
tributed for  any  public  work  is  used  for  the  construction  of  such 
works.  The  idea  is  that  no  further  sums  should  be  spent  on  such 
capital  expenditure  once  the  total  has  been  expended,  but  that  the 
works  should  be  kept  in  repair  and  in  a  state  of  efficiency  out  of  the 
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revenue  receipts.  Parliament  having  made  these  provisions  thought 
it  unnecessary  to  stipulate  for  the  periodical  valuation  of  the  works 
themselves,  and  practically  said  that  as  these  works  would  be  per- 
inanently  carried  on  they  might  be  valued  at  their  initial  cost,  and 
this  capital  expenditure  account  will  show  how  much  they  have  cost 
and  what  proportion  of  the  sum  authorized  to  be  borrowed,  or  receiv- 
ed by  the  company  from  its  shareholders,  is  still  on  hand. 

Even,  however,  in  accounts  kept  upon  the  double  account  sys- 
tem, where  those  having  charge  of  the  financing  of  the  concern  deem 
it  prudent  to  allow  for  the  depreciation  or  wasting  of  the  assets,  this 
can  be  readily  done  in  the  general  balance  sheet,  where  the  floating 
assets  and  liabilities  are  shown  as  distinct  from  the  capital  assets  and 
expenditure,  which  is  shown  in  the  capital  account.  While  the  Act 
under  which  the  capital  account  is  kept  makes  no  provision  for  depre- 
ciation, a  depreciation  account  may  be  formed  out  of  available  revenue, 
and  the  balance  of  this  account  will  fall  to  be  included  as  a  liability 
in  the  general  balance  sheet.  An  example  of  a  double  account  form 
of  balance  sheet  is  submitted. 


General  Balance  Sheet,  December  31st 
Assets  Liabilities 


Capital  account-bal.  at  debit 

Cash  at  bankers,  current  ac- 
count  

Consols  and  Government 
securities 

Shares  of  other  companies 
not  charged  as  capital  ex- 
penditure   

General  stores,  stock,  and 
material  in  hand 

Traffic  accounts  due  to  the 
company 

Amounts  due  by  other  com- 
panies  

Amounts  due  by  clearing 
house 

Amounts  due  by  postoffice 

Sundry  outstanding  account 


$2000 

300 

3000 

1000 

1000 

500 

20 

30 

10 

140 

$8000 


Net  revenue  account 

Unpaid  dividends    and    ; 
terest  

Guaranteed    dividends   and 
interest  payable 

Temporary  loans 

Debts   due   to   other    com- 
panies   

Sundry  outstanding  accoimt 

Fire  insurance  fund  on  sta- 
tion works  and  buildings. 

Insurance   fund   on   steam- 
boats   

Depreciation  account 


$1000 

10 

100 
400 

1000 
3300 

90 

100 
2000 


00 

00 

00 
00 

00 
00 

00 

00 
00 


$8000  00 


173 


22 


PRACTICAL  ACCOUNTING  PROBLEMS 


CORPORATION  PROBLEMS 

24.  A  private  manufacturing  corporation,  with  the  view  of 
being  floated,  desires  a  certificate  of  its  average  annual  profits  for 
three  years;  after  charging  up  all  costs,  expenses,  and  depreciation, 
and  an  allowance  for  bad  debts,  it  is  found  that  the  profits  for  the 
first  year  were  $5,000.00,  for  the  second  year  $6,000.00,  plus  $2,000.00 
profit  on  sale  of  investments,  and  for  the  third  year  .$7,000.00,  plus 
$3,000.00  profit  on  the  sale  of  real  estate.  Give  the  annual  average 
profit  to  be  certified. 

25.  From  the  following  particulars  prepare  the  balance  sheet  of 
the  Scottish  Union  Bank,  December  31st,  and  the  profit  and  loss 
account  for  the  year  ended  at  that  date. 


Capital 

Reserves 

Notes  issued 

Customers'  credit  balances 

Unpaid  dividends 

Gross  profits 

Bad  debts 

Expenses 

Interim  dividend  paid 

Balance  of  profit  hroup;ht  forward 

Cash  in  hand 

Cash  at  call 

Investments 

Stamps  in  hand 

Premises 

Customers'  debit  balmipes 


$114430 

00 

145210 

00 

39700 

00 

897530 

00 

240 

00 

32490 

GO 

$  3000 

00 

11500 

00 

5720 

00 

1560 

00 

38135 

00 

44230 

00 

1 

! 

328465 

00 

505 

00 

37250 

00 

762355 

00 

$1231160 

00 

$1231160 

00 

26.     The  balance  sheet  of  a  limited  company  was  as  follows : 

Assets  Liahiliiies 


Expenditure  on  capital 
account  .... 

$74800 

32100 

19900 

5700 

27800 

00 
00 
00 
00 
00 

Capital  issued,   15,000 

shares  of  $10  each. . . 

Less  calls  in  arrear . .  . 

Creditors 

$150000 
7500 

00 

Book  debts 

00 

Stock 

Cash 

$142500 
17800 

00 

Profit  and  loss  account. . 

00 

$160300 

00 

$160300 

00 
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The  company  obtained  the  consent  of  the  court  to  a  reduction 
of  its  capital  by  making  each  $10.00  share  into  a  $5.00  share  in  order 
that  the  debit  on  its  profit  and  loss  account  might  be  written  off,  and 
the  expenditure  on  capital  account  reduced. 

Prepare  revised  balance  sheet,  giving  effect  to  the  reduction. 

27.  The  baliance  sheet  of  a  joint-stock  company,  January  1st, 
was  as  follows: 


A.-iscts 


Liabilities 


Land  and  buildings . . 
Plant  and  machinery. 
Horses  and  wagons. . 
Patents  and  goodwill. 

Goods  on  hand 

Accounts  receivable  . 
Cash  in  bank 


$10000 

00 

17000 

00 

3000 

00 

4100 

00 

9800 

00 

7000 

00 

4400 

00 

$55300 

00 

Creditors,  open  accounts 

Bills  payable. 

Capital 

Profit  and  loss  account.. 


A  year  later,  on  December  31st,  after  an  audit  of  the  books  and 
accounts,  the  balance  sheet  was  as  follows: 


Assets 


Liabilities 


Land  and  buildings 

Plant  and  machinerj'^ : 
Bal.  Jan.  1st.. $17000  .00 
Less  deprec'n       1700  00 

Horses  and  wagons : 

BaL  Jan.  1st..  .$3000.00 
Less  deprec'n. .     450.00 

Patents  and  goodwill  . . . 

Goods  on  hand 

Accounts  receivable 

Agency  investments .... 

Cash  in  bank 


$10400  00 


15300  00 


2550 
4100 
13000 
6600 
3000 
4230 


$59180 


Creditors,  open  accounts .  . 

Mortgage 

Capital 

Profit  and  loss  account: 
Bal.  last  year. .  $6100 .00 
Profit  this  year  $4680 .00 


$  3400 

5000 

40000 


10780 


$59180 


00 


00 


From  the  foregoing  it  will  be  seen  that  for  the  year  a  net  profit 
of  $4,080.00  has  been  earned,  while  the  accounts  receivable  are 
smaller,  and  the  cash  balance  on  hand  is  less  than  at  the  besinnino- 
of  the  year,  though  no  dividend  has  in  the  meantime  been  paid.  Pre- 
pare statement  showing  what  has  become  of  the  profits  earned. 
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28.  The  directors  of  a  manufacturing  company,  before  the 
closing  and  auditing  of  the  books  for  the  half-year  ending  December 
31st,  declare  out  of  the  net  earnings  of  the  company  a  dividend  for 
the  half-year  of  4  per  cent  on  the  preferred  stock  of  $40,000.00,  and  of 
3  per  cent  on  the  ordinary  stock  of  $40,000.00.  There  has  been 
brought  forward  from  the  last  half-year  an  undivided  balance  of 
profit  of  $1,600.00,  and  after  the  audit  of  the  books  the  trial  balance 
is  found  to  be  as  follows: 


l^iAL  Balance,  December  31st 


Preferred  stock 

Ordinary  stock 

Sales 

Bills  payable 

Accounts  payable 

Profit  and  loss  account.  . 
Property  and  buildings. . 
Plant  and  machinery. . . 

Patents  and  goodwill 

Stock  on  hand,  July  1st. 

Purchases 

Wages 

Coal 

Salaries,  general 

Salaries,  management  . . , 

Insurance 

Repairs 

Discbunt  and  allowances 

Freight 

Discount  and  interest .  .  . 

Cash  in  bank 

Investments 

Miscellaneous  expenses .  . 
Book  debts 


$40000 

00 

40000 

00 

87670 

00 

10400 

00 

4000 

00 

1600 

00 

$13000 

00 

16000 

00 

32000 

00 

11600 

00 

33000 

00 

35200 

00 

2400 

00 

4400 

00 

2000 

00 

350 

00 

400 

00 

2500 

DO 

600 

00 

300 

00 

3200 

00 

6200 

00 

1720 

00 

18800 

GO 
GO 

$183670 

$183670  00 

The  stock  on  hand,  December  31st,  is  $10,600.00.  Prepare 
profit  and  loss  account  and  balance  sheet  from  the  above,  giving 
effect  in  the  accounts  to  depreciation  at  the  rate  of  6  per  cent  per 
annum  on  plant  and  machinery,  and  an  allowance  of  5  per  cent  on 
book  debts  to  provide  for  bad  accounts;  also  create  a  liability  in  the 
balance  sheet  for  the  dividends  declared  as  above  stated. 
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29.  From  the  following  particulars  prepare  trading  and  profit 
and  loss  accounts  for  the  year,  and  balance  sheet,  December  31st,  of 
Hugh  Rose  &  Co.,  Limited. 

Trial  Balance 


Capital . 

Sundry  creditors 

Bills  payable 

Profit  and  l<)ss,  balance  from  previous  year 

Interim  dividend  paid 

Cash  on  deposit 

Cash  at  bank 

Cash  in  hand 

Land  and  buildings 

Fixtures  and  furniture 

Sundry  debtors 

Fire  insurances 

Goodwill 

Stock  at  beginning  of  year 

Purchases 

Sales 

Discounts  obtained 

Rent 

Rates  and  taxes 

Gas,  electric  light,  and  water 

Wages 

Commissions 

Advertising 

Price  lists,  printing,  and  postage 

Carriage,  and  packing  material 

General  trade  expenses 

Interest 

Discounts  allowed 

Annual  painting  of  premises 

Bad  debts 

Preliminary  expenses 

Salaries 


$10000 

00 

15000 

00 

2000 

00 

1000 

00 

$   1500 

00 

5000 

00 

200 

00 

100 

00 

12000 

00 

700 

00 

3250 

00 

200 

00 

3000 

00 

10000 

00 

60000 

00 

80000 

00 

2000 

00 

3000 

00 

500 

00 

600 

00 

4500 

00 

1500 

00 

900 

00 

1600 

00 

1500 

00 

400 

00 

500 

00 

80 

00 

70 

00 

200 

00 

1000 

00 

700 

00 

$111500 

00 

$111500 

00 

The  stock  on  hand  at  the  close  of  the  year  was  valued  at  $9,000.00. 
Write  off  $500.00  from  preliminary  expenses,  and  reserve  $50.00  of 
fire  insurance  premiums  paid  in  advance. 
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*C.  P.  A.  PROBLEMS 

30.  Smith  &  Jones  arc  co-partners  in  a  general  merchandise 
business,  their  fiscal  year  ending  on  November  30.  On  January  10, 
1908,  they  are  requested  by  their  bank  to  furnish  settlement  of  their 
financial  condition. 

They  submit  the  following  statement,  Nov.  30,  1907' 

Assets 

Cash  in  bank $  3000 .00 

Cash  in  office oOO .  00 

Due  from  customers  (considered  good) 9000.00 

Merchandise — per  inventory  Nov.  30,  1907 12500  .00 

Store  fixtures— per  inventory  Nov.  30,  1907 3000 .00 

Real  estate  and  buildings  (subject  to  mort- 
gage of  $15,000.00) 8000.00 

Total  assets $36000 .00 

Liabilities 

Accounts  payable $  5000 .00 

Notes  payable  for  merchandise: 

Due  December  15,  1907,  without  in- 
terest    $2000 .00 

Due  January  15, 1907,  without  interest    4000.00        6000.00 

Notes  payable  bank  loans: 

Due  December  10,  1907 — interest  paid 

to  maturity 3000 .00 

Due  January  20,  1908  (at  four  months), 
with  interest  payable  at  maturity 

at  G  per  cent  per  annum 6000.00         9000.00 

Total  Habilities .$20000.00 

Net  assets. S!16000 .00 

Smith,  capital  account $10000 .00  ? 

Jones,  capital  account 6000 .00  '^ ' 

The  firm  also  reports  transactions  during  December  as  follows: 

Merchandise  sold  and  charged  to  customers $4000.00 

Merchandise  bought  on  30  to  60  days'  time 5000.00 

Expenses  accrued  in  excess  of  amoimt  paid 500 .00  >  i; 

Cash  received  from  customers 8500 .00 

Cash  received  for  cash  sales  (not  charged  to  customers) .   1500.00 


♦Problems,  Pages  26-55,  are  taken  from  State  examination  papers  for  C.  P.  .\.  clejrree. 
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Cash  disbursements  were  for  payments  on : 

Accounts  payable 4000 .00 

Merchandise  notes 2000 .00 

Bank  loan  due  December  15 3000 .00 

For  additional  store  fixtures 500 .  00 

Merchandise  bought  for  cash 2500.00 

Expenses  paid 800 .00 

Interest  on  real  estate  mortgaged  for^year  ended  Novem- 
ber 1,  1908 300.00 

Smith,  personal  account 300 .00 

Jones,  personal  account 100 .00 

Smith  and  Jones  estimate  that  merchandise  on  hand  January 
1,  1908,  is  15  per  cent  more  than  inventory  of  November  30,  1907. 

The  bank  requests  you  (as  a  pubHc  accountant),  to  prepare  for 
them  from  the  information  submitted,  without  examination  of  the 
books,  a  statement  of  the  financial  condition  of  Smith  and  Jones  at 
December  31,  1907,  and  also  requests  you  to  state  your  opinion  as 
to  the  advisability  of  a  loan  to  said  firm  of  $8,000.00. 


You  are  requested  (as  a  public  accountant),  by  the  directors  of 
the  Velvet  Mfg.  Co.  to  examine  the  accounts  of  said  company  from 
date  of  organization  (January  1,  1906,  to  December  31,  1907),  and 
submit  a  report,  including  statements  of  manufacturing  cost,  trading 
accounts,  profit  and  loss  accounts  for  1906  and  1907,  and  assets  and 
liabilities  at  December  31,  1907.  You  are  also  instructed  to  state 
for  information  and  guidance  of  the  directors,  what  amount  (if  any) 
is  available  for  payment  of  dividends  on  common  stock,  after  providing 
for  reasonable  depreciation  charges  on  invested  assets  and  all  reason- 
able contingencies. 

The  books  of  the  Company,  after  being  carefully  examined  and 
analyzed,  show  the  following  results : 

Debit  Balances 

Real  Estate  and  Buildinqs $50000 .00 

Real  estate  acquired  Jan.  1,  1906,  by  issue 
of  50  shares  preferred  and  50  shares  of 

common  stock $10000.00 

Real  estate  purchased  Jan.  30, 1906,  for  cash 6000 .  00 

Buildings — expended  during  1906 20000 .00 

Buildings — expended  during  1907 3000 .00 

Carry  forward $39000.00    $50000.00 
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Brought  forward $39000 .00     $50000 .00 

Charge  to  this  account  on  July  1,  1907,  by 
credit  to  profit  and  loss — to  increase 

book  value  to  $50000 12000.10 

$51000.00 
Less  depreciation  on  buildings —  written  off 
against  profit  and  loss,  December  31, 

1906,  5  per  cent  on  $20,000 $1000.00 

Investment  Account 2500 .00 

Bought  50  shares  of  stock  ($100.00  each)  of 
the  Green  Merchandise  Co.    June  15, 

190G,  at  120 $6000 .00 

Less  20  shares  of  same  sold  December  30, 

1906,  at  125 $2500.00 

and  10  shares  of  same  sold  Sept.  1, 

1907,  at  100 1000.00        3500.00 

Machinery  and  Equipment 40000 .00 

Original  cost,  January,  1906 $25000 .00 

Additions  during  1906 10000 .00 

Additions  during  1907 7000.00 

Total $42000.00 

Less  depreciation  written  off  Dec.  31,  1906 2000.00 

Inventories  taken  at  end  of  each  year,  on 

basis    of    depreciation    values,     show 

values  at  December  31,  1906 $31800.00 

and  at  December  31,  1907 37500.00 

Due  from  Customers 55000 .00 

Accounts  originating  during  1906 

considered  good $12500 .00 

considered  doubtful 3000 .00 

considered  worthless 1500.00     $17000 .00 

Accounts  originating  during  1907 

considered  good $28000 .00 

considered  doubtful 6000.00 

considered  worthless 4000.00       38000.00 

Doubtful  accounts  for  1906  are  estimated 

worth  30  per  cent,  and  for  1907,  50 

per  cent  of  book  value. 

Notes  Receivable 3000 .00 

Note  of  Smith  &  Co.,  dated  July  1,  1906, 

at  four  mo.  with  interest  at  6  per  cent, 

estimated  realization  value  40  per  cent 

of  face  (received  for  merchandise) $1000.00 

Note  of  Brown  &  Jones,  dated  Oct.  1,  1907, 

at  three  mo.  with  interest  at  6  per  cent, 

considered   good,   received   for   Mdse 2000.00 

Carry  forward $150500.00 
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Brought  forward 5150500 .00 

Cash 22000 .00 

First  National  Bank,  per  pass  book $17000.00 

Outstanding  checks 1000 .  00     $16000 .00 

Citizen's  Trust  Co.,  per  pass  book $4000.00 

Outstanding  checks 500.00         3500 .00 

Market  Trust  Co.,  per  pass  book $3000.00 

Outstanding  checks    500.00         2500.00 

Petty  Cash 


Cash  in  office 

"I.  O.  U. "  W.  White,  Pres 

"I.  O.  U. "  B.  Black,  Treasurer 

Expense  slips  accoimt  factory  expense 

Expense  slips  account  general  office  expense . 


$200.00 
100.00 
600.00 
100.00 
200.00 


W.  White,  personal  account. 
B.  Black,  personal  account. . 


Merchandise — Finished  Product — 

per  inventories 

At  sales  value,  per  list $30000 .00 

Less  30  per  cent 9000.00 

Direct  manufacturing  cost  for  labor  and 
material  (exclusive  of  overhead  factory 
expense)  is  ascertained  to  be  $15000 .00 

Merchandise — in  Process — 

per  inventories 

Direct  manufacturing  cost  for  labor  and 
material  is  ascertained  to  be  $7000.00 

Merchandise — Raw  Material — 

per  inventories 

Actual  cost  was $  9000.00 

Present  market  value  is 10500 .00 

Supplies — 


per  mventories 

Fuel,  160  tons  at  cost  ($1.25  per  ton). 
Factory  supplies  (at  cost) 


$200.00 
300.00 


Unexpired  Insurance  Premiums. 
Office  Supplies — per  inventory . . 


1200.00 


200.00 
900.00 


21000.00 


8000.00 


10000.00 


500.00 


400.00 
300.00 


Total  Debit  Balances $215000 .00 
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Credit  Balances 

Capital  Stock— Common $50000 .00 

Issued  January  1,'1906,  for  cash $45000 .00 

Issued  January  1,  1906,  for  real  estate 5000.00 

Capital  Stock — Preferred 50000 .  00 

Entitled  to  cumulative  6  per  cent  dividends 

— payable  semi-annually  on  Februarj'-  1 

and   August    1    of   each   year  —  when 

earned. 

Issued  January  1,  1906,  for  cash $45000 .00 

Issued  January  1,  1906,  for  real  estate 5000.00 

Real  Estate  Mortgage 20000 .00 

Dated  April  1,   1906 — payable  in  five  years, 

interest  at  6  per  cent,    payable  semi- 
annually. 

Notes  Payable ISOOO  .00 

To  First  National  Bank,  July  31,    1907— 

due  January  31,  1908,  interest  at  6  per 

cent,  paid  to  maturity $  2000 .00 

To  First  National  Bank,   August  1,  1907 — 

due  February  1,  1908,  interest  at  6  per 

cent,  payable  at  maturity 5000 .00 

To  Citizen's   Trust    Company,    October  1, 

1907,  due  February  1,    1908,    interest 

at  6  per  cent  payable  at  maturity 10000 .00 

To  J.  J.  Jones  &  Company,     December  1, 

1907,  due  60  days,    interest    at  6  per 

cent,  paid  to  maturity 1000.00 

Unpaid  Labor 3500 .00 

Pay-rolls,  last  half  of  December,  1907 $3000.00 

Unclaimed  wages,   prior  to  December,   1907 500.00 

Accounts  Payable 4300 .00 

Verified  and  found  correct. 

Accounts  due  within  30  days $1000 .00 

Accounts  due  within  60  days 2000.00 

Accounts  due  within  90  days 800 .00 

Old  accounts  unclaimed 500  00 

Surplus 1000.00 

Premiums  received  January,  1906,    on  450 

shares  common  stock  sold  at  110 $4500.00 

150  shares  preferred  stock  sold  at  110 1500.00 

100  shares  preferred  stock  sold  at  115 1500.00 

200  shares  preferred  stock  sold  at  120 1000.00     $11500.00 

Commission  paid  promoters  on  capital  stock 

5  per  cent  on  $100,000.00 $5000.00 

Carry  forward .'$5000.00     $11500700  $146800'00 
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Brought  forward $5000  .00     $11500  .00  $140800  .00 

Expense  iii  connection   with   issue  of  real 

estate  mortgage 500  .00 

Extra  compensation  paid  W.  White,  Presi- 
dent (tliis  payment  made  and  charged 
this  account  by  instructions  of  Mr. 
White) 

December  31,  1906 2000 .00 

December  31,  1907 3000.00       10500.00 

Profit  and  Loss,  1900 $38700 .00 

Profit  and  Loss,  1907 29500.00       68200.00 

Total  Credit  Balances $215000 .00 


Profit  and  Loss,  as  Analyzed,  is  as  Follows: 

Analysis  of  1906  1907 

Profit  and  Loss  Dr.  Cr.  Dr.  Cr. 

Raw  material  purchases .  .   $38000 .  00  $55000 .  00 

Raw  material  sold $     1000 .00  $     8000  .00 

Purchase  discounts 500 .00  800  .00 

Gross  sales 120000 .00  160000 .00 

Sales,  deductions,  returns, 

etc 4000 .00  7000 .00 

Sales  discount 2000 .00  3000 .00 

Factory  labor,  direct 1 5000 .  00  21000 .  00 

Factory  labor,  indirect .  .  .       3000 .00  4000 .00 

Fuel 4000.00  5000.00 

Factory  expenses  and  sup- 
plies        6000 .00  8000 .00 

General  office  salaries 1 0000 .  00  1 2000 .  00 

General  office  expense  and 

supplies 2500 .00  3000 .00 

Salesmen,  salaries  and  ex- 
penses        4500 .00  5000 .00 

Advertising 8000 .00  9000 .00 

Repairs  to  machinery  and 

equipment 3000 .  00  2500 .  00 

Depreciation,     machinery 

and  equipment 2000 .00 

Depreciation,  buildings . . .       1000 .  00 
Appreciation,   real  estate 

and  buildings 12000 .00 

Interest  paid: 

on     notes     and     ac-  ^ 

counts 900.00 1800.00 

Carry  forward .... $103900 .00    $121500 .00    $136300 .00     $180800 .00 
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Bro't  for'd $103900.00     $121500.00     S136300.00     $180800.00 

on  mortgage  debt ...         600 .00  1200 .00 

six     months     ended 

Sept.    30,    06,    $600.; 

six     months     ended 

Mar.    31,  '07,    $600j 

six     months     ended 

Sept.  30,    '07,    $600. 
Interest  received: 

on  notes  and  ac- 
counts   500.00  1000.00 

Dividends    on     preferred 

stock 1500.00  3000.00 

Aug.   1,   '06,    for  six 

months    ended   Jime 

30,  '06. 

Feb.  1,  '07,  for  six 
months    ended    Dec. 

31,  '06. 

Aug.  1,  07,  for  six 
months    ended    June 

30,  '07. 

Misc.  revenue 2000 .00  1500 .00 

Taxes 500 .00  1100 .00 

Dec.  20,  '06,  first  half 

1906,  $500. 

June  20,  '07,    second 
half  1906,  $500. 
Dec.  20,  '07,  first  half 

1907,  $600. 

Tax  year  ends  on  approxi- 
mately April  1. 
Insurance  premiums  paid       1600.00  1900.00 

Corporation  tax 100 .00  100 .00 

Paid  May  25,  '06,  for 

year  ending  May  31, 

'07. 

Paid  May  20,  '07,  for 

year  ending  May  31, 

'08. 
Cash  shortage  (December 

31,  '06)  charged  off. .        5000 .00 

Dividend,  common  stock       7500.00  15000.00 

July  1,  '06,  15  per  cent 
on  $50,000;  Jan.  1, 
'07,  15  per  cent  on 
$50,000;  July  1,  '07, 
1 5  per  cent  on  $50,000 


Carry  forward $120700 .00     S124000 .00     $158600 .00     $183300 .00 
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Bro't  for'd $120700  .00     $124000 .00     $158600  .00    >$183300  .00 

Inventories,  Dec.  31,  '06. 

Finished  product 15000 .00         15000 .00 

At  sales  value  $20,000 

Less  25%  .  . .     5,000 

Direct  cost  for  labor  and 

material  was .  $12,000  x 

Product  in  process 7000 .00  7000 .00 

Direct  cost  for  labor  and 
material  was . .  $6,000 

Raw  material 12000 .00         12000 .00 

Actual  cost  was  $11,000 
Market  val,  was  14,000 

Fuel  (at  cost) 400 .00  400 .00 

Factory  and  supplies  (at 

cost) 500.00  500.00 

Office  supplies  (estimated)  200 .  00  200 .  00 

Unexpired  insurance 300 .  00  300 .  00 

Inventories,  Dec.  31, 1907. 

Finished  product 21000 .00 

At  sales  val. .  $30,000 

Less 9,000 

Product  in  process 8000 .00 

Direct    cost    for    labor 
and        material 

was $7,000 

Raw  material 10000 .00 

Actual  cost $9,000 

Present        market  i 

value $10,500  ' 

Fuel  at  cost 200 .00 

Factory  supplies 300 .00 

Office  supplies 300 .00 

Unexpired  insurance 400 .00 

Total $120700.00     $159400.00     $194000.00     $223500.00 

Balance 38700.00  29500.00 

It  is  learned  that  the  Company  has  contingent  liabilities  on  notes 
received  from  its  customers  and  subsequently  discounted  as  follows : 


Note  of  J.  B.  Jones  &  Co., 
dated  July  15,  1907, 
at  4  mo.,  with  interest 
at  6  per  cent,  dis- 
counted August  31, 
1907;  note  not  yet 
paid 

Carry  forward . . . 


$500.00 
$500.00 
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Brought  forward 

$500.00 

Notes  of  the  Green  Mfo;. 

Co.,    dated    Oct.     1, 

1907: 

one  due  Jan.  1,  1908, 

for 

$1000.00 

one  due  Feb.  1,  1908, 

for 

1500.00 

one  due  Mar.  1,  1908, 

for 

2000.00 

$4500.00 
S5000.00 

The  attorneys  for  the  Velvet  Mfg.  Co.,  state  that  litigation  now 
pending  against  the  company  is  as  follows : 

Docket  No.  1 — Suit  of  George  Gray  (employe)  for  personal 
injuries  caused  by  bursting  flywheel  in  October,  1907;  amount  clairaed 
,110,000,  ultimate  cost  of  settlement  estimated  $1,500.00. 

Docket  No.  2 — Suit  of  James  Johnson  (employe)  for  personal 
injuries  caused  by  falling  through  open  elevator  shaft  in  July,  1906; 
amount  claimed  $5,000.00.  Attorneys'  opinion  is  that  company  is 
not  liable,  but  estimate  cost  of  defense  at  $200.00. 

Docket  No.  3 — Suit  of  Jackson  and  Jackson  (customers)  for  non- 
delivery of  merchandise  according  to  contract,  January,  1907;  amount 
claimed  $2,000.00,  but  they  have  offered  to  compromise  for  $1,000.00. 

Attorneys  state  that  this  company  is  liable  for  some  damages, 
but  are  of  the  opinion  that  ultimate  settlement  can  be  made  for  not 
exceeding  $800.00. 

INIake  necessary  statements  and  write  brief  report  addressed  to 
the  Directors  of  the  Velvet  Manufacturing  Company,  including  in  your 
report  such  recommendations  or  suggestions  as  you  deem  advisable. 

31.  By  the  partnership  deed  of  a  manufacturing  firm  consisting 
of  four  members.  A,  B,  C,  and  D,  it  was  provided  that  in  the  event  of 
the  death  of  any  partner  before  the  expiration  of  the  partnership  on 
December  31,  1909,  there  should  be  paid  to  the  legal  representatives 
of  the  deceased  partner  the  amount  appearing  to  his  credit  on  Decem- 
ber 31,  next  preceding  the  death,  together  with  interest  thereon  at  5 
per  cent  per  annum,  to  December  31  following  the  date  of  decease, 
and  a  share  of  the  profits  of  the  year  of  his  decease  corresponding  to 
the  number  of  days  that  he  lived  during  it,  calculated  after  the  rate 
of  the  average  of  his  share  for  the  last  tlirec  completed  years.  The 
four  partners  shared  profits  equally,  and  each  took  interest  on  his 
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capital  at  5  per  cent  per  annum,  but  no  interest  was  charged  on  the 
drawings.  The  surviving  partners  were  to  share  the  profits  equally. 
C  died  on  June  30,  1907. 

The  profits  of  the  three  immediately  preceding  years  had  been 
respectively  $70,000.00,  $78,000.00,  and  $63,500.00.  From  the 
following  trial  balance  of  December  31,  1907,  prepare  manufac- 
turing and  profit  and  loss  accounts  for  1907,  allowing  $2,500.00  for 
depreciation  of  plant,  and  $250.00  for  depreciation  of  office  fixtures 
and  furniture.  Also  construct  a  balance-sheet  showing  the  interest 
of  the  remaining  partners  and  treating  the  amount  owing  to  the 
estate  of  C  as  a  liability  of  the  firm.  In  preparing  this  balance  sheet 
follow  the  form  you  prefer  and  group  the  items  in  accordance  with 
your  best  judgment. 

Trial  Balance,  December  31,  1907 

A,  Capital  account 

No  change  in  partners'  capital  accounts 
during  year  1907. 


B,  Capital  account 

C,  Capital  account 

D,  Capital  account , 

A,  Drawing  account $  12000 .00 

B,  Drawing  account 12000 .00 

C,  Drawing  account oOOO  .00 

D,  Drawing  account 12000 .00 

Stock  December  31,  190G 100000 .00 

(Note:  Stock  at  December  :}1,  1907,  was  $125000.00.) 

Purchases  during  the  year $1775000 .00 

Factory  wages  and  salaries 250000 .00 

Discount  received  and  allowed,  balance  of 

Sales  during  the  year 

Cash  in  hand  and  at  bank 29500.00 

Bad  debts 16000.00 

Bills  receivable  in  hand 15000 .00 

Office  salaries 9000 .00 

Office  expenses,  general 2500 .00 

Sundry  debtors 414000 .00 

Traveling  expenses 10000 .00 

Insurance 

Office  rent,  taxes,  etc 

Real  estate — factory 

Factory  plant 

Office  fixtures  and  furniture 

Bills  payable 

Sundry  creditors  on  open  accounts. 
Interest  paid 


$120000.00 
110000.00 
100000.00 
90000.00 


20000.00 
2110000.00 


1000.00 

2000.00 

60000.00 

15000.00 

2500.00 


'.500.00 


50000.00 
150000.00 


$2750000 . 00  $2750000 . 00 
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32.  A  book  publishing  company  has  brought  out  its  first  book. 
Plates  capable  of  100,000  impressions  costing  $20,000.00;  composi- 
tion, proofreading,  etc.,  cost  $0,000.00;  the  author  is  to  receive  a 
royalty  of  25  cents  per  volume  on  the  books  sold.  As  a  first  edition, 
20,000  books  are  printed  at  a  labor  cost  of  $2,000.00  and  a  further 
charge  of  $1,500.00  to  cover  the  proportion  of  general  expenses.  At 
the  end  of  the  year  10,000  copies  had  been  sold  for  $20,000  and  the 
demand  for  the/book  had  almost  ceased.  How  would  you  prepare 
the  account  under  the  following  conditions? 

(1)  If  it  were  ascertained  that  the  demand  for  the  book  had 
practically  ceased? 

(2)  If  a  steady  demand  would  continue  until  the  plates  were 
worn  out? 

33.  Brown  and  Jones  begin  a  partnership  business  Jan.  1st, 
1902.  At  the  time  of  closing  the  books,  Dec.  31, 1902,  an  examination 
of  the  account  revealed  the  following : 


Jan.  1st  Brown  paid  in $9000 .00 

May  1st  Brown  paid  in 2400 .00 

June  1st  Brown  drew  out 1800 .00 

Sept.  1st  Brown  drew  out 2000 .00 

Oct.  1st  Brown  paid  in 800 .00 

Jan.  1st  Jones  paid  in 3000 .00 

March  1st  Jones  drew  out 1600 .00 

May  1st  Jones  drew  out 1200 .00 

June  1st  Jones  paid  in 1500 .00 

Oct.  1st  Jones  paid  in 3000 .00 


Their  merchandise  account  was  Dr.  $32,000.00,  Cr.  $27,000.00. 
Balance  of  merchandise  on  hand  per  inventory  $10,500.00.  Cash 
on  hand  $4,900.00.  Bills  receivable  $12,400.00.  Chas.  Green  owes 
on  account  $250.00;  F.  Draper  owes  $700.00;  Wm.  Clark  owes 
$650.00;  F.  Hart  owes  $850.00.  They  owe  on  their  notes  $1,890.00. 
They  owe  A.  Reed  on  account  $240.00;  owe  C.  Smith  $500.00;  owe 
A.  Clark  $100.00.  Their  profit  and  loss  account  shows  before  closing 
entries  Dr.  $866.00;  Cr.  $1,520.00;  expense  account  is  Dr.  $2,520.00; 
commission  account  is  Cr.  $2,760.00;  interest  is  Dr.  $480.00;  Cr. 
$950.00.  The  gain  or  loss  is  to  be  divided  in  proportion  to  each 
partner's  capital,  and  in  proportion  to  the  time  it  was  invested. 
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Prepare — (1)  Asset  and  liability  statement.  (2)  Merchandise 
account  closed.  (3)  Profit  and  loss  account  closed.  (4)  Each 
partner's  account  closed.     (5)  Balance  sheet. 

34.  The  Warrant  Shoe  Company's  subscription  book  was 
opened  Nov.  6, 1902,  in  accordance  with  the  provisions  of  the  Corpora- 
tion Act  of  the  State  of  Illinois.  The  capital  stock  of  $65,000.00  in 
shares  of  $100.00  each  was  subscribed  as  follows: 

John  Smith,  175  shares $17500 .00 

Henry  Jones,  175  shares 17500 .00 

Samuel  Bums,  50  shares 5000 .00 

Charles  Hill,  30  shares 3000 .00 

James  Russell,  120  shares 12000 .00 

Hugo  AUen,  100  shares 10000 .00 

The  subscribers  convened  on  the  26th  day  of  November  and 
elected  the  three  first  above  named  subscribers,  directors. 

Certificate  of  incorporation  was  issued  Dec.  6th,  1902,  by  the 
Secretary  of  State. 

At  a  meeting  of  the  Board  of  Directors  held  on  the  14th  day  of 
January,  1903,  the  secretary  reported  that  there  had  been  filed  with 
him  assignment  of  subscriptions  to  the  capital  stock  of  the  company 
to-wit;  4  assignments  by  James  Russell  as  follows: 

To  John  Smith 25  shares 

To  Henry  Jones 25  shares 

To  Chas.  Frank 20  shares 

To  Samuel  Burns 50  shares 

Also  assignment  from  Charles  Hill  to  Charles  Frank 30  shares 

The  Secretary  of  the  Board  presented  to  the  meeting  a  communi- 
cation from  John  Smith  representing  Henry  Jones,  Charles  Frank,  and 
himself.  The  communication  was  an  offer  to  sell  and  transfer  to 
the  company  by  instruments  of  conveyance  and  transfer,  all  the 
machinery,  dies,  lasts,  patterns,  furniture,  fixtures,  materials,  rough 
and  manufactured  goods,  accounts  receivable,  cash  in  bank,  subject 
to  accounts  payable  of  the  business  now  being  conducted  by  John 
Smith,  Henry  Jones,  and  Charles  Frank,  being  the  business  of  manu- 
facturing, buying,  selling,  also  dealing  in  boots,  shoes,  and  leather. 
Smith,  Jones,  and  Frank  submitted  a  certified  report  of  an  indepen- 
dent firm  of  Auditors,  Appraisers,  and  Valuators  as  to  their  financial 
condition,  in  the  following  words  and  figures,  to-wit: 

189 


38 


PRACTICAL  ACCOUNTING  PROBLEMS 


Possessions 

Liabilities 

Machinery 

.  .  .  .    (as  per  schedule) 

S  915G.1S 

Dies,  lasts,  and  patterns  .  .  .  . 

" 

7532.45 

Furniture  and  fixtures 

''■ 

1028 . 74 

Storeroom  material   

115SS.75 

Goods  in  process 

<< 

4612.04 

Manufactured  products 

It 

851.85 

Insurance  unexpired 

" 

220.70 

Accounts  receivable 

t( 

10025.63 

Cash 

tt 

1785.04 

Accovmts  Payable 

i( 

$  7632.01 

Net  worth  of  business 

tt 

39169.37 

$46801.38 

$46801.38 

The  proposal  submits  two  propositions:  First,  to  convey  this 
business  to  the  Warrant  Shoe  Company  for  the  sum  of  $39,169.37  in 
cash;  or  second,  to  transfer  to  the  company  the  business,  by  crediting 
Smith,  Jones,  and  Frank  on  account  of  their  subscriptions  to  the  stock 
of  the  Warrant  Shoe  Company,  accepting  the  Company's  credit  on 
open  account  for  any  excess  of  their  individual  proportionate  holdings 
in  the  business  to  be  turned  over,  and  to  execute  their  individual 
promissory  notes  bearing  interest  at  6%  per  annum  for  any  sum  their 
proportional  holdings  in  the  old  company  may  be  short  of  the  amount 
of  their  individual  subscriptions. 

Smith  had  invested  in  the  business  to  be  turned  over  S1S,225.29; 
Jones  $7,365.00;  Frank  $1,122.00.  The  net  worth  of  the  business 
as  shown  above,  over  their  investments,  is  proportionate  to  their 
respective  investments. 

The  directors  adjourned  to  meet  Jan.  15,  upon  which  date  a 
meeting  of  the  stockholders  was  called  to  consider  the  advisability  of 
accepting  the  proposition  of  John  Smith,  representing  Jones,  Frank, 
and  himself.  The  stockholders  met  pursuant  to  the  call  Jan.  15, 
1903,  and  accepted  the  proposal  of  Smith,  Jones,  and  Frank,  and 
authorized  the  officers  of  the  company  to  consummate  the  purchase 
on  the  terms  of  the  second  proposition  above  stated.  The  transfers 
were  effected,  stock  issued,  and  purchase  consummated  on  Jan.  15. 

On  Jan.  15,  Hugo  Allen  pays  his  subscription  in  cash,  and 
stock  issued  to  him. 

On  Jan.  15,  Samuel  Burns  pays  his  subscripfeion  in  cash,  and 
stock  issued  to  him.  ' 

Prepare  balance  sheet  of  the  Warrant  Shoe  Comjie-ny  as  of  Jan.  15, 
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and  state  in  a  general  way  what  the  records  of  the  Warrant  Shoe  Com- 
pany should  show,  and  what  papers  should  be  executed  and  in  the 
files;  also  give  list  of  stockliolders  and  their  respective  holdings  as  of 
Jan.  15. 

34.  A  firm  of  four  partners  agreed  to  sell  their  business  to  a 
corporation.  Their  assets  and  liabilities  were  as  follows:  No.  1 — 
capital  $145,500.00;  No.  2— capital  $123,500.00;  No.  3— capital 
$153,000.00;  No.  4— capital  $152,330.00;  building  $125,000.00; 
machinery,  fixtures,  etc.,  $38,335.00;  stock  $150,940.00;  accounts 
receivable  $328,680.00;  bills  receivable  $37,005.00;  cash  $17,030.00; 
horses  and  wagons  $1,230.00;  unexpired  insurance  $175.00; 
accounts  payable  $124,005.00. 

It  was  further  agreed  that  the  partners  were  to  be  paid  for  good- 
will, based  on  a  year  and  a  quarter  purchase  of  the  last  three  years' 
profits,  which  were  respectively  $32,620.00,  $37,450.00,  and  $50,- 
650.00. 

Prepare  a  balance  sheet,  bringing  in  the  goodwill  as  an  asset 
and  distributing  it  equally  among  the  four. 

35.  At  the  close  of  its  fiscal  year,  December  31,  1902,  a  manu- 
facturing corporation  had  a  working  capital  of  $86,451.78  consisting 
of — cash  in  bank  $5,200.00;  accounts  and  notes  receivable  $79,- 
516.80;  stock  on  hand  $30,483.20;  less  unpaid  labor  and  accounts 
payable  $28,748.22.  During  the  year  1903  the  management  ejected 
an  addition  to  its  main  factory  building  costing  $18,210.19  and 
installed  therein  machinery  and  equipment  costing  $16,309.27,  witli 
additional  hand  tools  costing  $3,298.50.  After  inventorying  stocR 
and  closing  the  books  to  December  31,  1903,  a  dividend  of  $45,- 
000.00  was  declared  out  of  net  profits  for  the  year  amounting  to 
$54,817.96.  The  company  was  obliged  to  borrow  the  money  to  pay 
the  dividend. 

Give  any  reasons  which  occur  to  you  as  to  why  the  loan  was 
necessary  and  the  propriety,  or  otherwise,  of  making  it. 

36.  A  corporation  organizes  under  the  laws  of  the  state  of  New 
Jersey  to  conduct  a  manufacturing  business,  with  an  authorized 
capital  stock  of  $1,000,000.00  divided  equally  between  preferred  and 
common.  Five  incorporators  each  subscribe  for  100  shares  of  the 
common  stock  of  a  face  value  of  $100,00  per  share.  John  Jones  pur- 
chases from  three  manufacturers  their  fully  equipped  plants  for  $950,- 
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000.00  in  cash,  and  turns  over  the  said  three  plants  to  the  newly 
incorporated  company  for  the  $950,000.00  of  preferred  and  common 
stock  and  $400,000.00  of  first  mortgage  5  per  cent  bonds,  out  of  a 
total  issue  of  said  bonds  in  the  sum  of  $500,000.00,  leaving  $100,- 
000.00  of  said  bonds  in  the  company's  treasury. 

Prepare  opening  journal  entries  with  necessary  explanations  of 
the  transactions  and  a  statement  of  the  company's  condition  after 
having  acquired  the  three  plants. 

37.  The  co-partnership  of  Kimball,  Bagley,  and  Pettey  find  they 
have  merchandise  on  hand  December  31,  1903,  that  cost  $8,724.00 
and  is  inventoried  by  them  at  a  10  per  cent  advance;  they  also  have 
unexpired  premiums  on  insurance  amounting  to  $46.75,  and  accrued 
interest  on  notes  receivable  amounting  to  $232.40  not  entered  on  the 
books;  and  owe  interest  on  note  for  $4,000.00  for  9  months  at  5  per 
cent,  payable  to  Wm.  C.  Bagley.  The  articles  of  co-partnership 
agreement  provide  that  4  per  cent  shall  be  paid  each  partner  on  his 
investment,  and  in  event  of  partners  drawing  for  personal  use  they  are 
to  pay  6  per  cent  for  such  money  so  drawn,  using  average  date.  Prof- 
its are  to  be  divided  in  the  following  proportion:  Jas.  H.  Kimball 
45  per  cent,  Wm.  C.  Bagley  32  per  cent,  Geo.  R.  Pettey  23  per  cent. 

The  trial  balance  of  the  firm  and  its  partners'  account  on  the 
books  are  as  follows: 

Dr  Cr. 

Jas.  H.  Kimball,  investment  account $12675.00 

Wm.  C.  Bagley,  investment  account 9410 .  15 

Geo.  R.  Pettey,  investment  account 8011 .05 

Merchandise $40425.00 

Expense 1147.26 

Insurance 162 .50 

Freight,  cartage,  and  express 7458.98 

Salaries 4000 .00 

Clerk  hire 2250.00 

Telegraph  and  telephone 311 .44 

Accounts  receivable 27816.42 

Notes  receivable 8640 .00 

Notes  payable 10000 .00 

Accounts  payable 2692 .65 

Interest  and  discount 1118.36 

Jas.  H.  Kimball,  drawing  account 3750.00 

Wm.  C.  Bagley,  drawing  account 1000 .00 

Geo.  R.  Pettey,  drawing  account 1425.00 

Carry  forward 898504.96       $43788.86 
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Brought  forward S98504 .96  $43788  .85 

Returns  and  allowances 1186 .79 

Sales 57651 .00 

Cash 1848.10      

$101339.85  $101339.85 

Jas.  H.  Kimball,  drawing  account:  Dr.  Cr. 

March  10th,  withdrew $1650 .00 

June  22nd,  withdrew 1725 .00 

July  15th,  paid  in $3000 .00 

October  1st,  withdrew 2000 .00 

November  1st,  withdrew 1000 .00 

December  29th,  withdrew 375 .00 

Wm.  C.  Bagley,  drawing  account: 

June  1st,  withdrew 2000 .00 

September  20th,  withdrew 1000 .00 

December  1st,  paid  in 4000 .00 

Geo.  R.  Pettey,  drawing  account:  ^ 

April  1st,  withdrew 356 .25 

July  1st,  withdrew 356 .25 

October  1st,  withdrew 356 .25 

December  31st,  withdrew 356 .  25 


Prepare  from  the  foregoing  an  income  account  and  balance  sheet. 

38.  The  administrator  of  a  will  received  $63,000.00  in  cash  to 
be  distributed  among  the  heirs  and  legatees  under  the  terms  of  the  will, 
as  follows: 

Sarah,  a  daughter  of  the  deceased,  after  payment  of  the  legacies, 
including  a  legacy  of  $1,000.00  to  herself,  was  to  receive  one-fifth  of 
the  residue  of  the  estate. 

Jane,  a  daughter  of  the  deceased,  after  payment  of  the  legacies, 
was  to  receive  one-fifth  of  the  residue  of  the  estate. 

Anne,  a  daughter  of  the  deceased,  was  to  receive  the  same  as 
Jane. 

George,  a  son,  after  payment  of  the  legacies,  including  a  legacy 
of  $500.00  for  himself,  was  to  receive  one-fifth  of  the  residue  of  the 
estate. 

Three  children  of  a  deceased  sqn,  Jacob,  were  to  receive  legacies 
of  $500.00  each. 

Reuben,  a  son,  was  to  receive  one-fifth  interest  in  the  residue  of 
the  estate,  subject  to  payment  of  the  legacies  as  mentioned,  and  also 
subject  to  legacies  of  $3,000.00  each  to  his  wife  and  three  children. 

The  administrator  carried  out  the  terms  of  the  will. 
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Open  the  books  of  the  administrator,  showing  receipt  of  the  funds, 
their  proper  distribution,  payment,  and  closing  entries. 

39.  The  shareholders  of  a  company  with  bonds  outstanding 
of  SoOOjOOO.OO  bearing  interest  at  5%  per  annum,  resolve  to  provide 
for  paying  off  the  same  when  they  fall  due  on  December  31,  1912, 
by  investing  |150,000.00  per  annum  out  of  the  profits  and  allowing 
the  same  to  accumulate  with  interest;  this  arrangement  to  commence 
with  the  balance  sheet  for  the  year  ending  December  31,  1904.  Show 
the  "Bond  Redemption  Account"  on  December  31,  1908,  on  the 
assumption  that  on  December  31,  1904,  and  on  the  same  day  in 
each  year  following,  the  $50,000.00  referred  to  was  invested  in  4  per 
cent  railroad  bonds  at  par,  that  the  interest  thereon  to  June  30th  and 
December  31st  in  each  year  was  received  in  July  and  January  fol- 
lowing, and  was  allowed  to  accumulate  in  the  bank  until  June  30th 
and  December  31st  following,  when  it  was  invested  in  the  same  class 
of  securities  at  the  same  price  in  multiples  of  $1,000.00. 

40.  In  connection  with  your  general  merchandise  business,  you 
are  a  managing  partner  on  a  joint  account,  where  your  one-half  of 
merchandise  cost  was  $15,000.00.  Charges  posted  $150.00;  total 
sales  $8,000.00;  and  joint  unsold  merchandise  $13,500.00.  Settlement 
charges  were:  storage,  $60.00;  commission  5%  on  sales. 

Prepare  ledger  account,  and  show  journal  entries  closing  the 
account  on  your  books,  you  giving  your  partner,  Robert  Bailey,  your 
note  for  his  one-half  of  net  proceeds. 

Suppose  your  one-half  first  cost  was  $10,000.00.  Charges  were 
$9,000.00;  sales  $4,500.00;  storage  $20.00;  joint  property  unsold 
$2,100.00;  commission  5%. 

Prepare  ledger  account,  and  show  journal  entries  closing  the 
account  on  your  books,  charging  Bailey  with  his  share  of  the  deficiency. 

41.  A  branch  office  business  was  started  the  first  of  the  year,  the 
head  office  advancing  $5,000.00  cash.  During  the  first  year  mer- 
chandise was  shipped  to  branch,  invoiced  at  $75,000.00. 

An  auditor  checking  up  the  business  at  the  close  of  the  year, 
finds  the  following: 

^Merchandise  sales  were  $60^000.00,  witli  selling  price  of  goods 
20%  advance  on  invoice. 

Proper  vouchers  were  on  file  duly  receipted  for  following  pay- 
ments : 
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Rebates  and  allowances  on  damaged  goods ...   $1500.00 

Salaries  and  other  expenses 4500.00 

Freights 2500 .00 

The  books  also  showed: 

Remittances  to  head  office S35000 .00 

Uncollected  accounts 15000 .00 

the  balance  of  the  sales  having  been  realized  in  cash,  less  rebates  and 

allowances  as  noted. 

The  cash  on  hand  and  inventory  of  unsold  goods,  together  with 
the  foregoing  records,  properly  account  for  everything. 

Prepare  statement,  such  as  you  would  make  in  reporting  to  the 
head  office,  balancing  the  business  of  the  branch  house. 

42.  John  Smith  dies  on  October  15,  1901,  leaving  a  will  in 
which  he  names  certain  legacies,  which,  in  the  aggregate,  amount  to 
^50,000.00.  The  executors  are  then  instructed  (1)  to  use  their  best 
judgment  in  the  disposition  of  such  assets  as  may  be  necessary  to 
liquidate  all  his  liabilities;  (2)  to  pay  to  his  widow,  Mrs.  Sarah  Smith, 
an  allowance  at  the  rate  of  $8,000.00  per  annum  from  the  date  of  his 
death  to  the  date  of  the  distribution  of  the  residue  of  his  estate;  and 
(3)  to  distribute  the  residue  of  the  estate  after  all  claims  and  legacies 
have  been  met,  as  follows:  ^  to  his  widow  and  f  to  certain  trustees 
named  in  the  will. 

After  his  death  the  executors  drew  up  an  inventory  of  the  estate, 
which,  upon  being  appraised,  shows  the  following  condition : 

Assets 

Real  estate $589000 .00 

Corporation  stock 320000 .00 

Bonds  with  premium  added 400928.00 

Bills  receivable 3482 .00 

Land  contracts , 37500 .00 

Interest  accrued  on  bonds,  biUs  receivable,  and  land  contracts 7890 .00 

Accounts  receivable 2000 .00 

Cash 29000.00 

Liabilities 

Mortgage  on  improved  city  real  estate $  50000 .00 

Bills  payable ]  50000 .00 

Accounts  payable 1980 .00 

Funeral  expenses 1000 .  00 

Interest  accrued  on  demand  notes 1200 .00 
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Six  months  after  the  inventory  has  been  filed  it  develops  that 
John  Smith  had  endorsed  the  note  of  Joseph  Stevens  for  $15,000.00, 
and  had  discounted  the  same  with  his  bankers.  Upon  the  note  coming 
due  Joseph  Stevens  failed  to  meet  the  same.  The  bank  filed  a  claim 
against  the  estate  of  John  Smith  for  the  amount,  which  was  duly  paid 
by  the  executors.  It  is,  however,  believed  that  in  a  course  of  time 
this  note  of  Joseph  Stevens  can  be  realized  upon. 

One  year  exactly  after  the  death  of  John  Smith,  the  executors 
distribute  the  residue  of  the  estate,  and  close  the  books.  The  follow- 
ing transactions  in  addition  to  those  enumerated  or  suggested  above, 
have  taken  place  during  the  year: 

75  bonds  par  $1000.00  and  inventoried  at  llOi  were  sold  at  lOSJ. 

300  shares  par  $100.00  and  inventoried  at  85  were  sold  at  90. 

400  shares  par  $100.00  and  inventoried  at  90  were  sold  at  an  increase 

of  10%  of  their  inventory  valuation. 
The  real  estate  which  was  encumbered  by  a  mortgage  of  $50,000.00 

was  sold  by  consent  of  the  Probate  Court  and  of  the  widow  for 

a  sum  of  $35,000.00  in  excess  of  the  mortgage,  the  purchaser 

assuming  the  mortgage. 

The  profits  arise  from  the  following  sources  : 

Dividends $15000 .00 

Interest  on  bonds 18500 .00 

Interest  on  bills  receivable  and  land  contracts 2400 .00 

Net  rentals  after  paying  taxes,  etc 9000 .00 

The  charges  consist  of  the  following  items: 

Office  expenses $  5000 .00 

Interest  on  mortgage  and  bills  payable 4750.00 

Premium  on  bonds  written  off 2000 .00 

Executors'  fees  allowed  by  court 15000 .00 

The  accrued  interest  on  bonds,  bills  receivable,  and  land  con- 
tracts at  tlie  close  of  the  executors'  term  of  office  is  found  to  amount 
to  $6,100.00. 

Set  up  journal  and  cash  book  entries  and  ledger  account,  and 
prepare  suitable  summarized  statement  of  executors'  transactions  for 
presentation  to  the  beneficiaries. 

43.  Two  printing  and  stationery  houses  decided  to  combine 
their  businesses  for  the  purpose  of  reducing  expenses.  An  accountant 
is  called  in  to  examine  the  books  of  each  company  and  to  report  upon 
the  financial  condition  of  each  and  also  upon  the  past  profits.  Owing 
to  the  fact  that  corporation  A  has  never  separated  its  purchases  as 
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between  its  retail  and  its  manufacturing  department,  he  finds  it  im- 
possible to  prepare  a  combined  profit  and  loss  account  showing  the 
gross  profit  of  the  retail  departments  and  the  manufacturing  depart- 
ments of  each  company.  The  following  statement,  however,  exhibits 
a  summary  of  their  combined  trading  accounts : 

Total  sales $372000.00 

Cost  of  material  in  goods  sold $185000 .00 

Manufacturing  labor 64000.00       249000.00 

Gross  profit $123000 .00 

Le.ss  total  expenses 93000.00 

Net  profit $30000.00 

The  amalgamation  is  effected,  and  after  carrying  on  the  business 
for  twelve  months  an  inventory  is  taken  and  the  books  closed.  It  is 
found  that  instead  of  realizing  a  profit  of  $30,000.00,  they  have  only 
made  a  profit  of  $14,000.00. 

An  analysis  of  the  various  accounts,  made  by  their  accountant, 
showed  the  following  summarized  statement: 
Retail  Department 

Total  sales $176000 .00 

Less  cost  of  merchandise 119000.00 

Gross  profits  retail  department $57000.00 

Manufacturing  Department 

Total  sales , $181000.00 

Less  cost  of  material  in  Mdse $64000 .00 

Less  cost  manufacturing  labor 63000.00       127000.00 

Gross  profits  manufacturing  dep't 54000.00 

$111000.00 

Less  expenses 97000  .  00 

$14000.00 

As  a  basis  of  comparison  with  the  former  year's  results  the  per- 
centages of  corporation  B  in  respect  to  their  retail  department  and 
manufacturing  department,  may  be  accepted  as  applying  to  the  whole 
of  that  year's  results  of  the  combined  companies.  These  percentages 
were  as  follows: 

Retail  Department 

Sales 100.0% 

Cost  of  merchandise 70 . 5% 

Gross  profit 29.5% 

100.0% 
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Manufacturing  Departmejit 

Sales 100.0% 

Cost  of  material  in  merchandise 30.0% 

Cost  of  manufacturing  labor 35.5% 

65.5% 
Gross  profit 34 .5% 

From  the  above  information  work  out  by  percentages  and  sho> 
the  causes   affecting   the   reduction   in   profit   from   $30,000.00    to 
$14,000.00. 

44.  On  December  31,  1905,  the  books  of  the  .1  and  B  Com- 
pany showed  the  following  trial  balance  before  making  closing 
entries : 

Inventory,  Jan.  1,  1905 .?125000 .00 

Sales $1280658 .00 

Cash  on  hand  and  in  bank 75120 .00 

Petty  cash  account 27 .00 

Purchases 820500 .00 

Returns .5315 .00 

Goods  on  consignment  with  European 

agents  at  selling  prices $17000 .00 

Freight,  insurance,  and  expenses  on 

same 1.500.00       18500.00 

Salaries 12600 .00 

Wages 135418.00 

Rent  and  taxes 19820.00 

Factory  expenses 64582 .  00 

Accounts  receivable   (Subject  to   5%   discount   at 

one  month) 400625 .00 

Accoujits  payable  (Subject  to  2%  discount  at  one 

month) 85200  .00 

Bills  payable 25000.00 

Furniture  and  fixtures 26000 .00 

Premiums    paid  on  purchase  of  lease    (Lease   ac- 
quired January  1,  1905,  expires  Dec.  31,  1914)  _    29500.00 

Miscellaneous  expenses 27825.00 

Surplus  as  at  Jan.  1,  1905 133920 .00 

3000  shares  in  the  "0.  K."  Company  (at  cost) ....     300000 .00 

Capital  stock 500000 .00 

Dividends  on  investments 36000  00 

$2060805.00     $2060805.00 

Prepare  profit  and  loss  account  and  balance  sheet  after  taking 
into  consideration  the  following  matters  and  making  any  adjustments 
in  the  accounts  which  you  consider  advisable. 
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The  inventory  :>f  merchandise  on  hand  Dec.  31,  1906,  amounts 
CO  $117,850.00.  The  amount  of  bills  payable,  $25,000.00,  falls  due 
March  31,  1906,  and  was  discounted  Oct.  1,  1905,  $625.00  being 
charged  to  miscellaneous  expenses  for  discount  as  at  that  date. 

The  last  dividend  on  the  "O.  K."  company  stock  was  received 
in  May,  1905,  and  was  at  the  rate  of  6%  for  the  year  ending  April  30, 
1905. 

45.  Three-fourths  of  the  capital  stock  of  Company  A  and  two- 
thirds  of  the  capital  stock  of  Company  B  is  owned  by  the  holding 
Company  C.  Company  C  purchased  the  above  stock  of  Company  A 
at  $150.00  in  February,  1905,  on  the  basis  of  the  balance  sheet  given 
below,  dated  January  1,  1905: 

Assets 

Real  estate,  plant,  machinery,  etc 55100000.00 

Inventory  merchandise lOOOOO  .00 

Accounts  and  bills  receivable 75000 .00 

Cash 25000.00 

$300000.00 

Liabilities 

Capital  stock S150000 .00 

Bills  payable 75000 .00 

Surplus 75000.00 

$300000.00 


During  the  year  1905,  Company  A  made  a  net  profit  after  pro- 
viding for  depreciation,  bad  debts,  etc.,  of  $15,000.00,  and  the  direc- 
tors of  Company  A  declare  and  pay^a  dividend  of  10%  as  of  Februarv 
15,  1906. 

The  stock  of  Company  B,  owned  by  Company  C,  was  purchased 
in  March,  1905,  at  $125.00  on  the  basis  of  the  balance  sheet  below, 
dated  January  1,  1905: 

Assets 

Real  estate,  plant,  machinery,  etc $450000 .00 

Patents 50000 .00 

Inventory  merchandise 200000  .00 

Accounts  receivable 150000  .00 

Cash 37500.00 

$887500.00 
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Liabilities 

Capital  stock $500000.00 

Bonded  indebtedness 200000 .00 

Accounts  payable 62500 .00 

Surplus 125000.00 

$887500.00 

During  the  year  1905,  Company  B  makes  a  net  profit  of  $50,000.00 
after  making  all  necessary  provisions  for  depreciation  on  plant, 
machinery,  and  patents,  as  also  for  bad  debts,  and  the  directors  of 
Company  B  declare  and  pay  a  dividend  of  8%  as  on  February  14, 
1906. 

Draw  up  all  the  necessary  entries  in  respect  to  the  dividends  of 
the  above  two  companies  as  they  should  appear  on  the  books  of 
Company  0,  the  holding  company.     State  reasons  for  the  same. 

46.  The  trial  balance  of  the  American  Mfg.  Co.,  as  at  December 
31,  1906,  before  closing  the  books  for  the  year,  is  given  below.  In 
addition  to  the  information  obtainable  from  the  trial  balance,  the 
following  data  must  be  taken  into  consideration  in  closing  the  books : 

Inventory  of  merchandise  at  Dec.  31,  1906,  $90000.00. 

Inventory  of  tools  at  Dec.  31,  1906,  $4500.00. 

Inventory  of  patterns  at  Dec.  31,  1906,  $4000.00. 

Depreciation  on  buildings  at  rate  of  2^  per  cent. 

Depreciation  on  machinery  at  rate  of  10  per  cent. 

Depreciation  on  patents  at  rate  of  6  per  cent. 

Depreciation  on  office  furniture  and  fixtures  at  rate  of  10  per  cent. 

Half  of  1  per  cent  of  the  net  sales  is  charged  each  year  to  profit 
and  loss  and  credited  to  reserve  for  bad  debts. 

As  this  company  owns  its  own  plant,  it  is  its  custom  to  treat  its 
investment  in  real  estate  and  buildings  as  a  separate  investment  from 
which  it  expects  to  receive  5  per  cent  and  to  charge  the  cost  of  main- 
taining same,  plus  interest  on  investment,  to  the  cost  of  manufacture 
as  rent. 

Prepare  closing  journal  entries  and  prepare  following  statements : 

Balance  sheet  as  at  January  1,  1907. 
Real  estate  operating  account. 
Profit  and  loss  account  showing 

(I)  Cost  of  manufacturing  and  gross  profit. 

(II)  Cost  of  selling  and  administration  and  net  profit. 
Surplus  account. 
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Insurance  unexpired  and  accrued  accounts  need  not  be  con- 
sidered in  this  question. 

Trial  Balance  December  31,  1906. 

Real  estate $     25000 .00 

Buildings 50000 .00 

Machinery 40000 .00 

Tools : 7000 .00 

Patents 25000 .00 

Patterns 5000 .00 

Merchandise  purchase  accounts 420000 .00 

Bills  receivable .  1500 .00 

Accounts  receivable 250000 .  00 

Insurance  on  buildings 300 .00 

Insurance  on  machinery,  tools,  and  patterns 500 .  00 

Insurance  on  merchandise 650 .00 

Taxes,  real  estate 1500 .00 

Interest  general 7000 .00 

Bond  interest 2500 .00 

Cash 45000 .00 

Labor,  productive 310000 .00 

Labor,  unproductive 55000 .00 

Power 21000 .00 

Repairs  to  building 950 .  00 

Repairs  to  machinery 1310 .00 

Factory  expenses 3010 .00 

Employers'  liability 4000 .00 

Office  pay-roll 18000 .00 

Inventory  merchandise  January  1,  1906 75000.00 

Return  sales  account 41000 .00 

Merchandise  sales  account $1090500 .00 

Allowances 10900 .00 

Office  furniture  and  fixtures 5700 .00 

Salaries  to  officers 15000 .00 

Postage 2000 .00 

Telegrams  and  telephones 1800 .00 

Taxes,  personal  property 1000 .00 

Collection  and  exchange 700 .00 

Stationery  and  printing 3050.00 

Freight  in 23000 .00 

Freight  out 11000 .00 

Cartage  and  express 3750 .00 

Bonding  of  employes  (office) 250 .00 

Traveling  expense,  salesmen 17500 .00 

Salesmen's  commission  and  salaries 40000 .00 

Bad  debts 7400 .00 

Bond  account 40000 .00 

Bills  payable 100000.00 

Carry  forward $1553270 .00     $1230500  .00 
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Brought   forward   

Accounts  payable 

Surplus 

Capital  stock 

Reserves  to  provide  for  depreciation  on 

Buildings 

Machinery 

Patents 

Office  furniture  and  fixtures 

Bad  debts 


$1553270.00  $1230500.00 

43000.00 

31)020.00 

200000.00 

5250.00 

12500.00 

7500.00 

2500.00 

. 13000.00 

$1553270.00  $1553270.00 


47.  In  1895  the  Chicago  Mfg.  Company  purchase  real  estate 
costing  $12,000.00,  erect  a  building  for  $30,000.00,  and  purchase 
machinery  costing  S25,000.00.  No  further  purchases  are  made  and 
on  January  1, 1905,  a  balance  sheet  of  the  Company  discloses  the 
following  financial  condition: 

Assets 

Real  estate $12000 .00 

Buildings 30000 .00 

Machinery 25000 .00 

Merchandise  inventory 60000 .00 

Accounts  receivable 75000 .00 

Cash 10000.00     $212000.00 


Liabilities 

Capital  stock $150000.00 

Surplus 23500 .00 

Reserve  for  deprecialiou 

On  buildings 7500 .00 

On  machinery 15000 .00 

Accounts  payable IGOOO  .00 


$212000.00 


On  May  10,  1905,  tlieir  factory  is  burnt  down,  a  total  loss  ensuing. 
Their  books  of  account  as  on  that  date  show  the  following  ledger 
balances: 

Debit  Balances — 

Real  estate $  12000.00 

Buildings 30000.00 

Machinery 25000 .00 

Merchandise  inventory,  Jan.  1,  1905.  .  .  60000.00 

Purchase  150000 .00 

Labor  and  other  factory  cost  00000.00 

General  expenses 15000 .00 


Accounts  receivable. 
Cash 


'3000.00 
52000. 00 


$487000.00 
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Credit  Balances — 

Capital  stock S150000 .00 

Surplus 23500 .00 

Reserve  for  depreciation 

On  buildings 7500 .00 

On  machineiy 15000 .00 

Sales  (net) 280000 .00 

Accounts  payable 11000.00     $487000.00 

For  the  years  1902,  1903,  and  1904  their  books  showed  a  gross 
profit  on  manufacturing  averaging  25  per  cent  of  the  net  sales.  The 
company,  however,  only  succeeds  in  obtaining  $55,000.00  from  the 
Fire  Insurance  Companies  for  merchandise  lost. 

In  respect  to  the  buildings  and  machinery,  the  companies  ac- 
knowledge that  the  cost  of  replacing  the  same  would  be  10  per  cent 
higher  in  1905  than  in  1895  and  after  taking  this  fact  into  consider- 
ation and  determining  what  they  consider  fair  depreciation  they  settle 
these  two  items  as  follows:  Buildings  $28,000.00,  machinery 
$17,500.00.  The  company  erects  a  new  building  costing  $40,000.00 
and  purchases  machinery  costing  $35,000.00  and  finding  that  the  value 
of  its  real  estate  is  now  $24,000.00  it  makes  book  entry  to  so  record  it. 

Prepare  cash  book  and  journal  entries  to  properly  record  all  of 
above  transactions,  losses  or  gains  due  to  fire,  actual  trading  profit  from 
Jan.  1,  1905,  to  date  of  fire,  and  balance  sheet  after  making  all  above 
entries.  For  purposes  of  this  question  assume  no  accounts  receivable 
collected  or  accounts  payable  paid, 

48.  Senior  partner,  A,  desires  to  retire  from  active  business 
life.  He  has  confidence  in  the  ability  and  integrity  of  his  partner, 
B,  and  both  have  a  like  regard  for  their  sales  manager,  C,  and  their 
works  manager,  D,  who  have  accumulated  considerable  means. 
In  this  situation  B  proposes  to  organize  and  to  continue  the  business 
as  a  corporation,  under  his  executive  management,  and  to  bring  in 
sufllcient  capital  from  C  and  D,  in  equal  parts,  to  pay  off  the  prin- 
cipal of  a  real  estate  mortgage  falling  due  at  the  end  of  the  year,  and 
sufficient  capital  from  E,  who  is  not  connected  with  the  business, 
to  pay  off  the  principal  of  the  firm's  notes  payable.  It  is  contem- 
plated that  E  shall  be  made  the  treasurer  of  the  corporation  and  that 
the  five  parties  .shall  be  the  incoiporators  and  constitute  the  first 
hoard  of  directors. 
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In  the  discussion  betw'een  A  and  B,  it  is  agreed  that  the  net 
worth  of  the  business,  exclusive  of  the  goodwill,  which  has  never 
been  represented  on  the  books,  shall  be  converted  into  preferred  stock 
of  the  corporation,  and  that  the  goodwill  shall  be  valued  at  one-half 
of  the  net  worth  and  be  converted  into  common  stock;  also  that  the 
cash  capital  contributed  by  C,  D,  and  E,  shall  be  paid  to  the  firm, 
used  by  it  for  the  purposes  proposed  by  B,  and  converted  into  pre- 
ferred stock  for  account  of  the  three  parties  respectively.  There- 
upon A  proposes  and  agrees  to  surrender  one-fourth  of  his  share  of 
the  common  stock  on  the  condition  that  it  shall  be  distributed  as 
follows :  two  parts  to  C,  two  parts  to  D,  and  one  part  to  E. 

These  matters  are  all  covered  by  written  agreement  of  the  five 
parties,  in  which  agreement  it  is  provided  that  A  and  B  shall  convey 
to  the  corporation  all  the  property,  business,  and  goodwill  of  their 
co-partnership,  and  that  all  the  transactions  and  stock  distribu- 
tions provided  for  shall  be  carried  through  and  be  closed  out  in  the 
books  of  the  co-partnership,  including  the  sum  of  ,S5,000.00  which 
shall  be  advanced  to  enable  the  incorporators  to  pay  fully  their  sub- 
scriptions for  10  shares  each  of  the  common]stock  of  the  corporation. 

A  certified  public  accountant  is  engaged  to  make  an  examina- 
tion of  the  books  and  accounts  at  the  close  of  the  year  just  approach- 
ing, to  procure  appraisement  of  the  property,  and  to  close  the  books 
after  providing  therein  for  his  compensation.  On  the  completion 
of  his  work  the  books  show  the  following  conditions: 

Assets 

Land $  50000 .00 

Buildings 200000.00 

Machinery,  etc 100000 .00 

Finished  products,  products  in  process,  materials  and 

supplies 150000 .00 

Notes  receivable 100000 .00 

Accounts  receivable 100000 .60 

Cash. 100000.00 

Total  assets.  ..  .  $800000.00 


Liabilities  and  Capital 

Real  estate  mortgage $100000 .00 

Accrued  interest  on  real  estate  mortgage 2500 .00 

Notes  payable  on  demand 50000 .00 


Carry  forward $152600 .00 
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Brought  forward SI  o2500 .00 

Accrued  interest  on  notes  payable 1000 .00 

Accounts  payable 25000 .00 

Accrued  taxes 6500 .00 

Reserve  provision  for  uncollectible  accounts 15000.00 

A's  capital 400000 .00 

B's  capital 200000.00 

Total  liabilities  and  capital $800000.00 

Prepare  cash  book  and  journal  entries  to  be  placed  on  the  books 
of  the  co-partnership  to  represent  properly  thereon  the  carrying 
out  of  all  the  matters  provided  for  in  the  agreement  of  the  five  parties 
and  to  close  said  books. 

49.  As  on  January  1,  1890,  a  corporation  is  formed  for  the 
purpose  of  acquiring  and  conducting  a  cemetery,  and  starts  business 
on  that  date  with  a  capital  stock  of  $100,000.00  paid  for  in  cash.  The 
company  first  purchases  forty  acres  of  land  within  easy  access  of  a 
large  city,  paying  for  the  same  at  the  rate  of  $1,000.00  per  acre.  It 
proceeds  to  expend  considerable  sums  of  money  in  the  purchase  and 
planting  of  trees  and  shrubs,  laying  out  drives  and  pathways,  sodding, 
building  of  glass  houses,  etc.  The  policy  of  the  company  is  to  with- 
hold the  selling  of  burial  lots  until  after  January  1,  1900,  so  as  to 
allow  the  trees  and  shrubs  to  become  more  fully  grown  and  in  the 
expectation  that  with  the  growth  of  the  city  their  property  will  be- 
come more  valuable.  In  the  year  1900,  the  company  commences 
selling  burial  lots,  and  all  lots  are  sold  under  a  special  provision 
whereby  the  company  agrees  to  apply  fifty  per  cent  of  all  cash  received 
on  sales  in  the  purchase  of  four  per  cent  bonds  until  a  total  of 
$150,000.00  of  such  bonds  shall  have  been  so  purchased.  The 
agreement  further  provides  that  after  all  the  lots  have  been  sold  the 
company  will  wind  up  its  affairs  and  the  above  bonds,  amounting 
to  $150,000.00,  shall  be  given  to  the  city,  which  shall  use  the  income 
of  such  bonds  for  keeping  up  the  cemetery.  It  is  the  custom  of  the 
company  not  to  purchase  bonds  until  after  the  close  of  each  fiscal 
year,  and  after  the  total  sales  of  that  year  have  been  determined. 

March,  1905,  the  directors  of  the  company  find  that  while  they 
believe  the  books  to  be  in  balance,  no  proper  entries  have  been 
recorded  showing  total  cost  of  their  investment,  and  that  no  entries 
have  been  made  with  respect  to  the  fund  of  $150,000.00  from  which 
said  bonds  are  to  be  purchased.    While  cash  dividends  have  been 
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declared  and  paid,  the  directors  are  in  ignorance  of  what  their  profits 
actually  have  been,  and  how  much  of  the  dividends  so  received 
have  been  out  of  their  profits  and  how  much  in  the  nature  of  liquida- 
ting dividends,  representing  a  return  of  their  original  investment. 
They,  therefore,  employ  a  certified  public  accountant  to  determine 
all  these  matters,  to  make  the  necessary  entries  on  their  books, 
and  to  render  a  report  to  them.  After  determining  the  clerical 
accuracy  of  the  books,  the  accountant  draws  off  the  two  trial  balances 
given  below,  and  from  them  prepares  the  necessary  entries  and  obtains 
the  information  required  by  the  directors. 

Trial  Balances 

Debits:                                                                            Jan.  1,  1900  Jan.  1,  1905 

Real  estate $40000 .00  $40000 .00 

Improvements 45000 .00  45000 .00 

Bonds 125000.00 

Administration  expense 20000 .00  46000 .00 

Upkeep  of  cemetery 45000 .00 

Dividends  paid 130000 .00 

Cash 7000.00  40800.00 

$112000.00  $471800.00 
Credits: 

Interest  account  representing  interest  at  4%  on  un- 
expended cash  during  development  period $  12000 .00  $12000 .00 

Bond  interest  account 9800 .00 

Sale  of  lots 350000.00 

Capital  stock 100000.00  100000.00 

$112000.00  $471800.00 


An  inventory  of  their  unsold  lots  as  on  January  1,  1905,  shows 
that  they  have  ten  acres  left  unsold  of  equally  desirable  character 
with  that  already  sold.  Draw  up  entries,  prepare  profit  and  loss 
account  for  period,  and  balance  sheet  as  on  January  1,  1905,  in  the 
same  manner  as  if  you  had  been  the  accountant  engaged.  In  any 
interest  calculation  use  4  per  cent,  simple  interest. 

50.  At  the  close  of  the  first  year,  after  engaging  in  business, 
the  ledger  balances  of  an  Illinois  Fire  Insurance  Company  may  be 
assumed  to  be  correctly  as  follows : 

Losses  adjusted  and  paid $16785 .90 

Losses  adjusted,  not  paid 5210.85 

Premiums  in  hands  of  agents 7892 .54 

Carry  forward $29889.29 
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Brought  forward $  29889 .  29 

Capital $200000  .00 

Surplus 100000  .00 

Premiums 97500 .00 

Interest 8942  ,  50 

Commissions.  26847.25 

Taxes 1510.83 

Salaries 7428 .  10 

General  expenses  16582 .72 

Investments  and  loans 290150 .69 

Office  furniture 24Q5. 10 

Stationery  and  supplies  (inventory) 1828.90 

Accounts  receivable 16825 .95 

Accounts  payable 3180 .  75 

Reserve  for  losses  adjusted 5210 .85 

Organization  expenses 1822 .03 

Cash 19453.24      

S414834.10     $414834.10 


The  policy  register  shows:  , 

Policies  Premiums 

Issued  Received 

Expiring  in  1  year $1300000 .00  $15000 .00 

Expiring  in  2  years 1075000 .00  18500 .00 

Expiring  in  3  years 1450000 .00  34500 .00 

Expiring  in  5  years 1250000.00  29500.00 

$5075000.00  $97500.00 

The  Illinois  Statute  reads: 

In  estimating  profits  there  shall  be  reserved  therefrom  a  sum  equal 
to  the  whole  amount  of  unearned  premiums  or  expired  risks,  and  policies. 
The  company  may  declare  dividends  not  exceeding  ten  per  cent  of  its 
capital  stock  in  any  one  year  that  shall  have  accumulated  and  be  in  pos- 
session of  a  fund  in  addition  to  the  amount  of  its  capital  stock,  and  of  such 
dividends  and  all  actual  outstanding  liabilities  equal  to  one-half  of  the 
amount  of  all  premiums  on  risks  not  terminated  at  the  time  of  making 
such  dividend.     A  year  is  defined  to  mean  a  calendar  year. 

Determine  the  reserve  required,  and  state  what  sum,  if  any,  is 
available  for  dividends  without  impairing  the  surplus  shown  in  the 
ledger  balances.  Changes  in  relation  to  policies  cancelled  or  settled 
for  under  "claimed  for  losses"  may  be  ignored. 
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SOLUTIONS 


Problem  1. 


Balance  Sheet,  January  1st 
Assets  Liabilities 


Book  debts 

Goods 

Inheritable  property 
Cash 


Problem  2. 


$2800 
2000 
6000 
6000 


$15800 


Partners'  capital 
X 


Y. 


7800 


$15800|00 


X,  Capital  Account 


Mar.  31.  To  cash.  .  . 
June  30.  "  "  .  .  . 
Sept.  30.  "  "  .  .  . 
Dec.  31.  "  "  .  .  . 
"  balance 


I  200 
200 
200 
200 

1971 


$2771 


25 


Jan. 
Dec. 


1. 
31. 


By  balance. 
"  interest  . 
"  share      of 
profit. .  . 


$2000 
85 

686 


$2771 


00 
00 

25 

25 


Y,  Capital  Account 


June 
Dec. 


30.  To  cash.  .  . 

31.  "     "    .  .  . 
"  balance 


5  300 

300 

1128 


$1728 


75 


Jan. 
Dec. 


1. 
31. 


By  balance  . 
"  interest  . 
"  share      of 
profit. . 


Problem  S. 

Assets $8000 .00 

Deduct — 

Cash  in  bank $  600 .00 

LiabiUtiea 4000.00 

4600.00 
$3400.00 

Amount  business  sold  for 5500.00 

Profit  on  realization $2100 .00 

of  which  each  partner  is  entitled  to  one-half,  namely  $1060 .00 

A  therefore  receives $4050 .00 

B  receiveB 2050.00 

$6100.00 


$1000 
42 

686 


$1728 


00 
50 

25 


75 
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To  pay  this  sum  there  is  the  cash  the  business  was 

sold  for $5500 .00 

And  the  cash  in  bank 600  00 

$6100.00 


Problem  4- 


John  Thin,  Capital  Account 


Dec,  31.    To  balance 

$2610 

00 

Dec.  31.    By  balance  .... 

"  profit    and 

loss  account 

(share   of 

$2000 

00 

profit) 

610 

00 

$2610 

00 

$2610 

00 

Richard  Black,  Capital  Account 


Dec.  31.    To  balance 

$2410 

00 

Dec.  31.    By  balance.  .  . . 

"  profit      and 

loss  account 

(share   of 

$1800 

00 

profit) 

610 

00 

$2410 

00 

$2410 

00 

Profit  and  Loss  Account 


To  trade  expenses 

"  interest 

"  wages 

"  capital: 

John  Thin $610.00 

Rich'd Black. .  610.00 


$100 

30 

350 


1220 
$1700 


By  goods. 


$1700 


$1700 


00 


00 


Balance  Sheet,  December  31st 

Assets  Liabilities 


Bank 

$3000 

2500 

3200 

800 

00 
00 
00 
00 

Bills  payable 

$2100 
2380 

5020 

00 

Goods  on  hand 

Accounts  due 

00 

Bills  receivable 

Capital: 

John  Thin $2610 .00 

Richard  Black  .  2410.00 

Book  accounts  receivable. . . 

00 

$9500 

00 

$9500 

00 
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Problem  5. 

A,  Capital  Account 


Dec.  31.    To  cash.  .  . 
"  balance 


$1500  00 
4600  00 


$6100  00 


Jan.     1.  By  balance 

Dec.  31.     "  interest 

"  profit         and 
loss 


$5000 
250 

850 
$6100 


00 
00 

00 
00 


B,  Capital  Account 


Dec.  31.    To  cash.  .  . 
"  balance 


;  1000 
11200 


$12200 


00 


Jan.     1.  By  balance 

"  interest  

"  profit     and 
loss 


$10000 
500 

1700 


$12200 


00 
00 

00 
00 


Dec.  31.    To  cash.  .  . 
"  balance 


C,  Capital  Account 


$  2000 
10200 


$12200 


00 


Jan.     1.   By  balance 

Dec.  31.       "  interest 

"  profit     and 
loss 


$10000,00 
500  00 

1700  00 


$12200  00 


Balance  Sheet,  December  31st 

Assets  Liabilities 


As  given. 


$34000 


$34000 


00 


00 


As  given 

Capital: 

A S  4600.00 

B 11200.00 

C 10200.00 


$  8000 


26000 


$34000 


00 


00 
00 


Problem  6. 


Profit  and  Loss  Account 


To  bad  debts.  .  . 
"  depreciation 

"  Smith 

"  Black 


By  balance. 


$1500  00 


$1500  00 
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Smith,  Capital  Account 


59 


To  balance 

$2325 

00 
00 

By  balance 

$2000 
325 

$2325 

nn 

"  profit  and  loss 

00 

$2325 

00 

Black,  Capital  Account 

To  balance 

1 
$1825 

00 

By  balance 

$1500 
325 

00 

"  profit  and  loss 

00 

$1825 

00 

$1825 

00 

Balance  Sheet,  June  30th 
Assets  Liabilities 


Customers'  acc'ts  $7000.00 

Creditors'  accounts j 

$8000100 

Less  10  per  cent      700.00 

Bank ! 

looo'oo 

$6300 

00 

Partners : 

Machinery  and 

Smith $2325.00 

plant $3000.00 

Black 1825.00 

Less  5% 150.00 

2850 

00 

4150 

00 

Stock-in-trade 

4000 

00 
00 

$13150 

$13150 

00 

Black  will  require  to  pay  Smith  $2,325.00. 

Problem  7. 

A,  Capital  Account 


To    share   of  discount   and 

bad  debts 

"  share  of  depreciation  .  .  . 
"  bsJance 


$    250 

200 

10850 


$11300 


By   balance. 
"  C 


$9800 
1500 


$11300 


00 


B,  Capital  Account 


To  share  of   discount     and 

bad  debts 

"  share  of  depreciation. . . 
balance   


$    250 

200 

11050 

$11500 


By     balance 
"  C 


$10000 
1500 


$11500 


00 
00 


00 
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Balance  Sheet,  .January  1st 
Assets  Liabilities 


Customers'  acc'ta .  $10000.00 
Less  5  per  cent, .      500.00 

9500 
7000 

3600 
13800 

00 
00 

00 
00 

Creditors.  . . 
Partners: 

A 

B 

C 



.. .$10850.00 
...   11050.00 
..  .   10000.00 

$  2000 
31900 

00 

Goods 

Plant    and    ma- 

chinery  $4000.00 

Less  10  per  cent .      400.00 

Bank 

00 

$33900 

00 

$33900 

00 

Problem  8. 


Profit  and  Loss  Account 


To  cost  of  goods: 

Purchases 

Deduct: 

Stock  at  close  of  year 

"  freight  and  dray  age  .... 

"  salaries  and  wages 

"  rents,  rates,    taxes    and 

insurance 

"  traveling  expenses 

"  discount  and  commission 

"  gas  and  fuel 

"  office  and  petty  expenses 
"  John  Kay, 

three-fifths...  $1752. 00 
"  W.  Mackay, 

two-fifths  ....   1168.00 


$28750 

12600 

$16150 

120 

570 

220 

190 

70 

40 

120 


2920 


$20400  00 


00 


By  sales. 


$23400 


$20400 


00 


00 


Balance  Sheet 


Assets 

Liabilities 

Trade  debtors 

$  4320 

12600 

6750 

00 
00 
00 

Trade  creditors 

$  2750 
20920 

00 

Stock 

Partners: 

J.  Kay $12552.00 

W.  Mackay..     8368.00 

Bank 

00 

$23670 

00 

$23670 

00 
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Problem  9. 


Brown,  Capital  Account 


To  balance. 


$3800 

00 

$3800 

00 

By  balance 

"  share  of  profit. 


Smith,  Capital  Account 


$1500 
2300 


$3800 


00 
00 


00 


To  bank. 


$9400 

00 

$9400 

00 

By  balance 

"  share  of  profit  .  . 
"  share  of  goodwill. 


Balance  Sheet,  January  1st 
Assets  Liabilities 


$1550 
2300 
6550 


$9400 


00 
00 
00 


00 


Customers'  open  accounts 
Bills  receivable 


Deduct  5  per  cent]. 


Stock.  . . 
Goodwill. 


$5000 
2000 

00 
00 

$7000 
350 

00 
00 

$6650 
7000 
5550 

00 
00 
00 

$19200 

00 

Creditors'  open  accounts. 

Bills  payable 

Bank  overdraft 

Capital,  Brown 


Problem  10. 


Profit  and  Loss  Account 


$4000 
3000 
8400 
3800 


$19200 


00 
00 
00 
00 


00 


To  cost  of  goods: 

Purchases 

Deduct  : 

Stock  at  end  of  year.  . 

To  rents,  rates,  taxes,  and 
insurance 

"  oflSce  and  general  ex- 
penses  

"  freight  and  drayage  .  . . 

"  stable  expense 

"  discounts  and  allowance 

"  interest,  commission, 
and  bank  charges 

"  printing,  stationery,  and 
advertising 

*'  traveling  expenses 

Carry  forward. . . . 


$6000 

00 

1000 

00 

$5000 

00 

150 

00 

130 

00 

120 

00 

80 

00 

40 

00 

30 

00 

20 

00 

130 

00 

$5700 

00 

By  sales 

"  interest    on    partners' 

drawings: 

W.  Johnston.  .$17.50 

E.  Brown 12.50 


$8500 


30 


"^530 


00 


00 


00 
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Brought  forward. 
To  salaries  and  wages.  ... 


partners'    accounts    for 

profit: 

W.  Johnston.  .$1098.00 

E.Brown 732.00 


$5700i00 


1000 


$6700 


1830 


$8530 


$8530 


00 


$853000 


Balance  Sheet,  December  31st 

Assets  Liabilities 


Trade  debtors 

$3000 

1000 

1800 

100 

200 

00 
00 
00 
00 

00 

Trade  creditors 

$500 
5600 

00 

Stock 

Partners'  capital: 

W.  Johnston.. $3380. 50 
E.  Brown 2219.50 

Plant  and  machinery 

Office  furniture  and  fittings 

Horses,  carts,  and  harness  . 

00 

$6100 

00 

$6100 

00 

Problem  11. 


Trading  Account 


To  cost  of  goods: 
Stock  at  Jan.  1st 
Purchases 


Deduct: 
Stock  at  Dec.  31st. 


To  wages 

"  profit  and  loss. 


$2100 
10300 


$12400 


2300 


$10100 

400 

2310 


$12810 


By  sales 

"  consignments. 
"  commissions.  . 


$5500 

6700 

610 


00 
00 
00 


$12810 


00 


Profit  and  Loss  Account 


To   rent,  rates,  and  insur- 
ance  

"  interest  and  discount . . . 

"  salaries 

"  loss  on  exchange 

"  reserve    for    losses    on 
bad  debts 

Carry  forward. 


$185 

00 

250 

00 

650 

00 

400 

00 

123 

00 

.?!608 

00 

il  81608 

00 

By  trading  account. 
"  interest 


$2310 
50 


00 
00 


$236000 
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Brought  forward . . 
To  partners'  salaries: 

A $100.00 

B 100.00 

C 50.00 


"  interest     on      partners' 
capital: 

A $90.00 

B 60.00 

C 30.00 


To  partners,    for   share    of 
profits: 

A $161.00 

B 107.33 

C 53.67 


250 


00 


00 


180 


322 


$2360 


00 


$2360  00 


$2360  00 


Assets 


Balance  Sheet 


Liabilities 


Book  debts 

Less  3  per  cent. 


Stock 

Plant  and  fixtures.  . . 
Unexpired    insurance 

mium 

Rent  paid  in  advance.  . .  . 
Cash  on  hand  and  in  bank . 


pre- 


$4100 
123 


$3977 

2300 

400 

5 
10 

400 


$7092 


00 


Trade  creditors 

Loan 

Partners'  capital: 

A   $1601.00 

B 1017.33 

C 383.67 


$2890 
1200 


Problem  12. 


Manufacturing  Account 


3002 


$7092 


To  cost  of  goods: 

Stock  at  beginning  of  year 
Purchases 

$3000 
6000 

00 
00 

By    profit    and    loss    ac- 
count  

$9340 

00 

Deduct: 
Stock  at  end  of  year .... 

$9000 
4000 

00 

00 
00 
00 
00 
00 

To  wages 

$5000 

4040 

300 

"  power,  etc 

i 

$9340 

$9340 

00 
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Profit  and  Loss  Account 


To  manufacturing  account 

rent 

traveling  expenses 

commission 

discount 

out-freight 

fire  insurance 

interest  &  bank  charges 

stable  expense 

advertising 

bad  debts  written  off. . . 

bad  debts  reserved 

sundry  expenses 

depreciation: 

Machinery $245.00 

Office  furniture.     19.60 


**  interest     on 
capital: 
John  Smith  . 
Wm.  Brown  . 


partners' 

,   $200.00 
.     150.00 


ealaries  of  partners: 
John  Smith  ..   $700.00 
Wm.  Brown  . .     400.00 

partners,    for   share    of 

profits: 

John  Smith.  .  .$1740.20 

Wm.  Brown..     1740.20 


$9340 

00 

300 

00 

150 

00 

200 

00 

160 

00 

110 

00 

60 

00 

60 

00 

70 

00 

85 

00 

100 

00 

100 

00 

170 

00 

264 

60 

350 

00 

1100 

00 

3480 

40 

$16100 

00 

By  sales .... 
"  discount. 


$16000 
100 


00 
00 


$16100 


00 


Balance  Sheet 


Assets 

Liabilities 

Customers'  acc'ts  $2000.00 
Deduct  5  per  cent    100.00 

$1900  00 

885  00 

4000  00 

20  00 

Creditors'  accounts 

Bills  payable 

$    600 

500 

40 

10430 

00 

on 

Wages  due 

00 

Bills  receivable 

Partners'  capital: 

John  Smith  ..$5740.20 
Wm.  Brown  .  .  4690.20 

Stock 

Unexpired  insurance 

Machinery $3500 .00 

Less  7  per  cent      245.00 

3225 

00 

40 

Carry  forward 

:$10030 

00 

$11570 

40 
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Brought  forward . . 
Buildings 

$10030 
1000 

260 
250 

00 
00 

40 
00 

$11570 

40 

Office  furniture.  . .   $280 .00 
JLess  7  per  cent        19.60 

Cash  on  hand  and  in  bank . . 

$11570 

40 

$11570 

40 

Problem  13. 


Profit  and  Loss  Account 


To  cost  of  goods : 
Stock,  Jan.  1st . 
Purchases 


Deduct: 

Stock,  Dec.  3l3t. 


To  wages 

"  rent,  rates,  taxes,  etc. ' .  . 
"  patent    rights — written 

off 

"  coal  and  lighting 

"  drayage  

"  trade  expenses 

"  depreciation 

To  partners,    for    share    of 
profits: 

J.Richards..   $730.77 
Robert  Low..     456.73 


$4500 

00 

7000 

00 

$11500 

00 

5000 

00 
00 

$6500 

1500 

00 

100 

00 

200 

00 

150 

00 

100 

00 

150 

00 

112 

50 

$8812 

50 

1187 

50 

$10000 

00 

By  sales. 


$10000 


$10000 


00 


00 


Balance  Sheet 


Assets 

Book  debts 

Stock 

Plant  &  machinery $2250. 00 
Less  6  per  cent       112.50 

Land  and  buildings 

Patent  rights 

Bank 


Liabilities 


$3200 
5000 


2137 

3000 

200 

1400 

, $14937 


Creditors.  .  .  .• 

Partners : 

John   Rich- 
ards  $8130.77 

Robert  Low..    5056.73 


1750 


13187 


$14937 


00 


50 


50 
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Problem  14- 


Profit  and  Loss  Account 


To  cost  of  goods: 

Stock   at   beginning   of 

year 

Purchases 


Deduct: 

Stock  at  end  of  year. . 

rent,   rates,    taxes,    and 

insurance 

freight  and  drayage.  .  . . 

salaries  and  wages 

coal,  gas,  and  lighting .  . 
printing,  stationery,  and 

advertising 

general  office  expenses   . 
discount  and  commission 

partners,    for    share    of 
profit: 

Gow $600.00 

Erskine 200.00 

Scott 100.00 


$3000 
5000 


2100 


$3900 

400 
70 

430 
40 

60 

50 

150 


$7100 


900 


$8000 


00 


00 


00 


By  sales . 


$8000  HO 


$8000 


00 


Problem  15. 


Balance  Sheet 


Assets 

Liabilities 

Debtors 

$3600 

2100 

400 

2300 

800 

00 
00 
00 
00 
00 

00 

Creditors 

Partners : 

Gow $5400.00 

Erskine 1800.00 

Scott 900.00 

$1100 
8100 

00 

Stock 

Fixtures  and  fittings 

Land  and  buildings 

Bank 

00 

1 

$9200 

$9200 

00 

Journal 


Fraser  

To  Ruby  Diamond  Co. 

"  expenses 

"  interest  


Dr- 


$3316 


50 


$3000 

9 

307 


00 
00 
50 
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Problem  16. 


Joint  Account 


To  Brown  (goods) 

"  Smith   (freight  and  in- 
surance)  

"  Brown  (share  of  profit)., 
"  Smith  (share  of  profit) .  . 


By  Smith. 


1170 


1170 


00 


00 


Brown,  Capital  Account 


To  balance. 


$10c 


$1052 


50 


50 


By  joint  account. 


(share  of 


profit). 


$1000 
52 


$1052 


50 


Smith,  Capital  Account 


To  joint  account. 


$1170 


$1170 


00 


00 


By  joint  account. 


profit).  . 
balance. 


(share  of 


Smith  would  pay  to  Brown  3^1052.50. 


$     65 

52 
1052 


$1170 


00 


Problem  17. 


R. 

Allan, 

Capital  Account 

To  bank 

$700 
200 

00 
00 

By  bank.    

"  adventUie  (profit) 

"  balance 

$700 

145 

54 

oc 

"  adventure.  . 

s? 

17 

$900 

00 

$900 

00 

T. 

Dick, 

Capital  Account 

To  bank 

$500 
104 

00 

17 

By  bank.  . . . 

$500 
104 

on 

"  balance 

"  adventure 

17 

$604 

17 

)  $604 

17 
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Bank  Account 


To  R.  Allan.  . 
"  T.  Dick. . . 
"  adventure. 


$  700 

500 

1200 


$2400 


00 


By  adventure. 


"  R.  Allan. 
"  T.  Dick.  , 
"  balance. , 


$900 

60 

200 

700 

600 

50 


$2400 


00 
00 
00 
00 
00 
00 
00 


Adventure  Account 

To  bank  (timber) 

"       "     (charges) 

"      "     (freight,  etc.).  .  .  . 

"  profit: 

R.  AUan $145.83 

T.  Dick 104 .  17 

$900 

60 

200 

250 

00 
00 
00 

00 

To  bank 

$1200 
200 

no 

"  R.  Allan 

00 

$1400 

00 

$1400 

00 

T.  Dick  would  get  the  balance  in  bank  of  $50.00  and  R.  Allan 
would  pay  him  $54.17. 


Problem  18. 


Profit  and  Loss  Account 


To  stock,  January  1st 

"  purchases 

"  wages  (mfg) 

"  balance  carried  down  . . 

To  wages  (foreman  and 
warehouse) 

"  salesman  and  office  ex- 
penses  

"  rent,  rates;  and  insur- 
ance  

"  traveling  and  commis- 
sion  

"  advertising  and  other 
trade  expenses 

"  discounts  and  bad  debts 

"  bank  interest  and 
charges 

"  interest  on  loan 

"  net  profit 


$7000 
8000 
2400 
3600 


$21000 


600 

100 

310 

200 
350 

60 

60 

1740 

$3600 


By  sales 

"  stock,  June  30th. 


By  balance  brought  down 


$13000 
8000 


$21000 


$3600 


$3600 


00 
00 


00 
00 


00 
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Problem  19. 


Trading  Account 


To  stock  at .  beginning  of 

year 

"  purchases 

"  gross  profit  on  goods. .  . 


$  3000 

25000 

4500 


$32500 


By  sales 

"  stock  at  end  of  year 


$30000 
2500 


$32500 


00 
00 


00 


Profit  and  Loss  Account 


To  rent,  rates,  taxes,  etc. 

"  general  expenses 

"  petty  cash 

"  wages  and  salaries .  .  . 

"  drayage 

"  bad  debts 

"  net  profit 


$  500 

00 

300 

00 

98 

00 

1300 

00 

300 

00 

150 

00 

2752 

00 
00 

$5400 

By  gross  profit  on 

goods 

"  discount 


$4500 
900 


$5400 


00 
00 


00 


Balance  Sheet,  December  31st 

Assets  Liabilities 


Customers 

Bills  receivable.  .  . . 

Stock 

Bank 

Petty  cash  on  hand 


$7047 

00 

2000 

00 

2500 

00 

1200 

00 

5 

00 

$12752 

00 

Trade  creditors 
Bills  payable.  . . 
W.  S.  Black.  .  . 


$3000 
1000 

8752 


$12752 


00 
00 
00 


00 


Problem  20. 


Trading  Account 


To  stock,  Jan.  1st 

"  purchases 

"  wages 

"  depreciation     on     ma. 

chinery  and  plant 

"  balance,  carried  to  prof- 
it and  loss 


$12500 

41750 

7910 

155 

7185 
$69500 


By  sales 

'*  stock,  Dec.  3l8t. 


$53100 
16400 


$69500 


00 
00 


00 
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Profit  and  Loss  Account 


To  fire  insurance 

"  discount 

"  rent,  rates,  and  taxes .  .  . 

"  bad  debts 

"  trade  expenses 

"  net  profits 


5  60 
310 
730 
660 
345 

5080 


$7185 


By  trading  account. 


$7186 


$7185 


00 


00 


Balance  Sheet,  December  31st 

Assets  Liabilities 


Customers:  | 
On  open  acc'ts  $11100.00 
On  bills  receiv- 
able       1450.00 


Consignments 

Stock 

Machinery  and  plant. 
Bank 


$12550  00 


3100 

16400 

2945 

3710 


$38705  00 


Creditors:  I 

On  open  acc'ts  $6225.00 
On  bills  payable  7900.00 


Charges  outstanding.  .  . 
Advances  on  consignments 
Reserve    and    contingent 

fund 

John  Dick,  capital 


$14125 

50 

2400 

850 
21280 


00 
00 
00 

00 
00 


$38705  00 


Problem  21. 


Profit  and  Loss  Account 


To  stock  at  January  1st .  . 

"  purchases 

"  wages 

"  fuel 

"  depreciation      of      ma 
chinery  and  plant.  .  .  . 
"  balance  carried  down  . 


salaries 

traveling  expenses 

interest 

stationery  and  printing. 

rent  and  taxes 

diecoxmts     and     allow 

ances 

insurance  

freight 

general  expenses 

balance  carried  down   . 


$3000 

00 

7600 

00 

4800 

00 

600 

00 

700 

00 

7600 

00 

$24300 

00 

$1200 

00 

500|00  1 

120 

00 

240 

00 

700 

00 

400 

00 

190 

00 

300 

00 

120 

00 

3830 

00 

$7600 

00 

By  sales 

"  rent  of  steam  power.  . 
"  stock,  Dec.  31st 


By  balance  brought  down 


$19000  00 

300  00 

6000  00 


$24300 


$7600 


$7600  00 


00 
00 
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To  interest  on  capital: 

A  $400.00 

B  200.00 

"  net      profit,      allocated 
thus: 

^,  two-thirds.  $2153.33 
B,  one- third .  .    1076.67 

$600 
3230 

00 
00 

By  balance  brought  down 

$3830 

00 

$3830 

00 

$3830 

00 

Balance  Sheet,  December  31st 


Assets 

Liabilities 

Customers $5000.00 

$4850 

6300 
5000 

40 
1400 

40 

00 

00 
00 
00 
00 
00 

Creditors 

$     800 
1000 

15830 

no 

Less  discount  at 

3  per  cent  .  .  .      150.00 

Bank  overdraft 

Capital: 

A $10553.33 

B 5276.67 

00 

Plant  &  machinery  $7000.00 

Less     deprec'n 

at  ten  per  cent     700.00 

00 

Stock 

Unexpired  insurance 

Loan  account 

Cash  on  hand 

$17630 

00 

$17630 

00 

Problem  22. 


Trading  Account 


To  stock  at  beginning  of 
year 

"  purchases 

"  coal 

"  gas  and  water 

"  oil,  grease,  and  waste . .  . 

"  wages 

"  repairs 

"  depreciation  of  machin- 
ery, etc  

"  g-roBS  profit  on  trading.  . 


$2500 

00 

8000 

00 

70 

00 

20 

00 

40 

00 

1000 

00 

100 

00 

200 

00 

1070 

00 

$13000 

00 

By  sales 

"  stock  at  end  of  year . 


$10000 
3000 


$13000 


00 
00 


00 
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Profit  and  Loss  Account 

To  drayage   and  stable  ex- 
penses   

$500 
60 

70 
20 

410 
100 
400 
150 
300 

00 
00 

00 
00 

00 
00 
00 
00 
00 

By  trading  account 

"    net      loss,      allocated 
thus: 

J.  Jamieson   ..$516.67 
R.  Robb 413.33 

$1070 
930 

00 

"  feu-duty 

"  rates,  taxes,  and  insur- 
ance  

"  bank  interest 

"  discounts     and     allow- 
ances  

00 

"  bad  debts 

**  Balaries 

"  incidental  expenses.  .  .  . 
"  partners'  salaries 

$2000 

00 

$2000 

00 

Balance  Sheet,  December  31st 

Assets  Liabilities 


Customers: 

On  open  acc't.  .$4200.00 
On  bills  rec'vable  1000.00 


Stock 

Buildings,  fixed  machinery, 

and  plant 

Horses,  carts,  harness,  etc.  . 
Loose    tools,    utensils,  and 

furniture 

Cash  at  bank 

Cash  in  hand 


$5200 

00 

3000 

00 

3800 

00 

400 

00 

150 

00 

800 

00 

20 

00 

8)13370 

00 

Creditors: 

On  open  acc't  $2000.00 
On  bills  pay'ble  3000.00 


Expenses  accrued  to  date  . 

Provision  for  discount.  . .  . 

Provision  for  bad  debts.  .  . 

Capital : 

J.  Jamieson   .  .$4483.33 
R.  Robb 3586.67 


$5000 
50 

210 
40 


8070 


$13370 


00 
00 


Problem  23. 


Profit  and  Loss  Account 


To  stock  at  beginning  of 

year 

purchases 

wages 

books,  labels,  etc 

rates  and  taxes 

insurance 

drayage 

petty  cash  and  postage 

interest  on  loan 

discount  and  bad  debts  . 
Carry  forward  — 


$2000 

00 

2000 

00 

5000 

00 

500 

00 

40 

00 

10 

00 

150 

00 

95 

00 

50 

00 

60 

00 
00 

$9905 

By  sales 

"  stock  at  end  of  year. 


$10000 
2040 


$12040  00 


00 
00 


224 


PRACTICAL  ACCOUNTING  PROBLEMS 


73 


Brought  forward .  . 
To  depreciation 


"  net  profit. 


$9905 
135 


$10040 
2000 


$12040 


$12040 


$12040  00 


00 


Balance  Sheet,  December  31st 

Assets  Liabilities 


Due  by  customers .  $1000.00 
Less  6  per  cent .       60.00 

Bills  receivable 

Stock 

Machinery  and  plant 

Land  and  buildings 

Stamps  on  hand 

Cash  at  bank  and  in  hand 


$  940 

00 

500 

00 

2040 

00 

1425 

00 

1940 

00 

5 

00 

1400 

00 

$8250 

00 

Creditors 

Loans    (including  interest 

due,  $50.00) 

Capital 


$1500 

1050 
6700 


$8250 


00 

00 
00 


00 


Problem  24. 

The  average  annual  profit  from  manufacturing  is  $6000.00. 

Problem  25. 

Scottish  Union  Bank 

Profit  and  Loss  Account 


To  bad  debts 

"  expenses 

"  balance    carried    down, 
being  profit  for  one  year. 

To  interim  dividend  paid . . 
"  balance 


$  3000 
11500 

17990 


$32490 


$  5720 
13830 


$19550 


00 


By  gross  profit. 


By  balance  of  profit  from 

last  year 

"  profit  for  year  as  above 


$32490 


$32490 


$  1560 
17990 


$19550 


00 


00 

00 
00 
00 


Balance  Sheet,  December  31st 

Assets  Liabilities 


Cash  in  hand 

$38135 
44230 

00 
00 

oo" 

Due  to  public: 

Notes  issued 

$39700 

Cash  at  call 

00 

Carry  forward .  . . 

$82365 

$39700 

00 
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Bro't  for'd 

Investments '. 

Stamps  in  hand 

Premises 

Customers'    debit      bal- 
ances  


5  82365 

328465 

505 

37250 

762355 


$1210940  00 


Customers'  credit  bal- 
ances  


Due  to  shareholders: 
Capital.  .  .$114430.00 
Reserves  .   145210.00 
Unpaid 

dividends         240.00 
Undivided 

profit . . .       13830.00 


$  39700 
897530 


$937230 


00 

00 
00 


273710 


$1210940  00 


00 


Problem  26. 


Revised  Balance  Sheet 
Assets  Liabilities 


Expenditure  on 

capital  acc't  $74800.00 
Less  — Written 

off 47200.00 

Boob  debts 

Stock 

Cash 


$27600 

32100 

19900 

5700 


$85300 


Capital: 

15,000  shares 

of  $5 each..  $75000.00 
Less — Calls  in 

arrear 7500.00 


Creditors. 


$67500 
17800 


$85300  00 


Problem  27. 


Assets 


Increase  Decrease 


Land  and  building's                                                     

$  400 

00 

$1700 
450 

400 
170 

Plant  and  machinerv.                              

3200 
3000 

00 
00 

00 

Horses  and  wagons 

00 

Goods  on  hand 

Goods  receivable 

00 

Cash  in  bank ...        

on 

Agency  investments 

$6600 

00 

$2720 
3880 

00 

Net  increase  of  assets 

00 

$6600 

00 
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Liabilities  Decrease  Increase 


Creditors  on  open  accouu* 
Bills  payable 

s 

$6000 

00 

$  200 
5000 

no 

Mortgage 

no 

Net  decrease  of  liabilities  . . . 

$6000 

00 

$5200 
800 

00 

00 

1 

$6000 

00 

The  profits  earned,  S4680.00,  are  accounted  for  as  follows; 

Increase  of  assets §3880 .  00 

Decrease  of  liabilities 800 .  00 

$4080.00 


Problem  S8. 


Profit  and  Loss  Account  for  Half-Year 


To  cost  of  goods: 

Stock  on  hand  July  1st 
Purchases 


Deduct — Stock  on  hand 
December  31st. 


wages 

coal 

salaries,  general 

"     management 


insurance. 


repairs 

discount  and  allowances 

freight 

discount  and  interest. . 
miscellaneous  expenses 
allowance  for  bad  debts 
depreciation 


"  profit  for  year. 


To  dividend  for  half-year 
on  preference  shares.  . . 

"  dividend  on  ordinary 
shares 

"  balance 


$11600 

33000 

$44600 


10600  00 


$34000 

35200 

2400 

4400 

2000 

350 

400 

2500 

600 

300 

1720 


940  00 
480|00 


$85290  00 
2380  GO 


$87670 


00 


$  800 

600 
2580 


$3980100 


By  sales. 


By  balance 

"  profit  for  half-year  as 
above 


$8767000 


$87670 


$1600 
2380 


00 
00 

00 


00 
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Balance  Sheet 


Assets 


Liabilities 


Book  debts $18800.00 

Less — Allowance 

for  bad  debts    940.00 

Stock  on  hand 

Investments 

Plant  &  mach'y. .  $16000 .00 
Less  3  per  cent      480.00 

Property  and  buildings.  .  . . 

Patents  and  goodwill 

Cash  in  bank 


$17860 

00 

10600 

00 

6200 

00 

15520 

00 

13000 

00 

32000 

00 

3200 

00 

$98380 

00 

Accounts  payable 

Bills  payable 

Due  to  shareholders: 

Preference 

stock $40000.00 

Ordinary 

stock 40000.00 

$80000.00 
Dividend        for 

half-year     on 

preferred  st'k       800.00 
Dividend        for 

half-year     on 

ordinary  stock      600 .  00 
Undivided  profit    2580.00 


Problem  29. 


Trading  Account 


To  cost  of  goods: 

Stock   at    beginning 


of 


year . . . 
Purchases. 


Deduct — Stock  at  end  of 
year 


and 


wages 

fire  insurance 

rent 

rates  and  taxes.  . . . 
gas,  electric  light, 

water 

advertising 

price  lists 

drayage,  etc 

general  trade  expenses 

discoujit 

annual  painting  of  prem- 
ises   

Carry  forward 


00 

$61000  00 

4500  00 

150  00 

3000  00 

500  00 


600 

900 

1600 

1500 

400 

80 


70  00 
$74300l00 


By  sales 

"  commissions. 


$80000 
1500 


00 
00 


I  $81500100 
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Brought  forward .  . 
To  salaries 


balance  carried  to  profit 
and  loss  account 


$74300 
700 

00 
00 

$75000 
6500 

00 
00 

$81600 

00 

$81500 


$81500  00 


00 


Profit  and  Loss  Account 


To  interest 

"  bad  debts 

"  preliminary  expenses.  . . 

"  balance,  profit  for  year. . 


To  interim  dividend. 
"  balance 


$500 
200 
500 


$1200 
7300 


$1500 
6800 


$8300 


00 


By  trading  account. 
"  discount 


By  balance  from  last  year  . 
"  profit  for  year  as  above 


$6500 
2000 


$8500 


$1000 
7300 


$8300 


00 

00 
00 
00 


Balance  Sheet,  December  31st 

Assets  Liabilities 


Sundry  debtors 

Stock 

Land  and  buUdings 

Fixtures  and  furniture.  .  .  . 
Fire  insurance  paid  in  ad- 
vance   

Goodwill 

Preliminary  expenses.  .  .  .  . 

Cash  on  deposit 

Cash  in  bank 

Cash  in  hand 


5  3250 

9000 

12000 

700 

50 

3000 

500 

5000 

200 

100 


$33800  00 


Due  to  creditors: 
S'ndrycr'dit'rs  $15000.00 
Bills  payable.  .     2000.00 


Due  to  shareholders: 

Capital $10000.00 

Undivided 

profit 6800.00 


$17000 


16800 


$33800  00 


00 


00 


Problem  1^8. 

Journal  of  the  Firm  oy  A  &  B 

GooDwiLii  Account $  300000 .00 

representing  one-half  of  the  net  worth  of  the 
firm  as  agreed  upon  by  all  parties. 

To   A,  capital  account 

"    B,  capital  account 

one-half   of   the   total   for   each 
member  of  the  firm. 


$150000.00 
150000.00 
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The  X,  Y  Company 

for  all  assets  and  goodwill  transferred  to  the 
above  mentioned  Co.,  as  per  bill  of  sale  dated 

190 ..  . 

To   land 

"   buildings 

"   machinery 

"   finished  product. .  .  

"   notes  receivable 

"    accounts  receivable 

"    cash 

"    goodwill 

assets  sold  and  transferred  to  the 
X,  Y  Company  as  per  agreement, 
dated 190..  . 


$1084000.00 


50000.00 
200000.00 
100000.00 
150000.00 
100000.09 
100000.00 

84000.00 
300000,00 


Reserve  for  Bad  Debts 

transferred  to  the  X,  Y  Company  as  an  offset 
to  accounts  receivable  that  may  turn  out  un- 
collectible. 


15000.00 


Accounts  Payable 

assumed  by  the  X,  Y  Company. 

To    X,  Y  Company 

assumed  by  the  latter. 


25000.00 


40000.00 


Preferred  Stock 

7500  shares  par  value  $100.00  each. 


750000.00 


Common  Stock 

3000  shares  par  value  $100  .00  each. 

To    X,  Y  Company 

in  settlement  for  assets  sold  and 
transferred  to  them. 


300000.00 


1050000.00 


A,  Capital  Account 

for  4000  shares  of  preferred  stock  par  value 
$100.00  each. 


400000.00 


B,  Capital  Account 200000  .00 

for  2000  shares  of  preferred  stock,  par  value 
$100.00  each. 

C     i  500  shares  of  preferred  stock  $100.00  par 
D    }  value  to  each  of  the  above  named  for  ad- 

E     I  vances  made 150000 .00 

""o    preferred  stock 

distribution  as  per  agreement  dated 
190... 


750000.00 


230 


PRACTICAL  ACCOUNTING  PROBLEMS 

A,  Capital  Account $150000  00 

for  1500  shares  of  common  stock,  par  value 
$100.00  each. 

B,  Capital  Account 150000  00 

for  1500  shares  of  common  stock,  par  value 
$100.00  each. 

To  common  stock 

distribution  of  stock  between  the 

partners  of  the  firm. 

A,  Capital  Account 37500 .00 

for  one-fourth  of  common  stock  to  be  donated 
as  per  agreement. 

To  bonus  accoimt 

to  be  distributed  between    C,  D, 

E,  as  per  agreement  dated 

190 .. . 

Common  Stock  Donated 37500 .00 

375  shares  donated  by  A  as  per  agreement. 

To  A,  capital  account 

to  close  the  latter  account. 

Bonus  Account 37500 .00 

allocation  as  per  agreement  dated  ....  190 . .  . 
To   C 

for  two-fifths  of  the  stock  donated 

by  A. 
To  Z) 

for  two-fifths  of  the  stock  donated 

by  A. 
ToE 

for  one-fifth  of  the  stock  donated 

by  A. 

C 15000.00 

B 15000 .00 

E 7500 .00 

To   common  stock  donated 

distribution    as      per    agreement 
dated 190 ..  . 

The  X,  Y  Company 6000 .00 

for  expenses  connected  with  the  organization 

and  incorporation 

To   advances  to  incorporators 

To  accoimtant's  fees  as  per  agree- 
ment   


/9 


$300000,00 


37500.00 


37500.00 


15000.00 


15000.00 


7500.00 


37500.00 


5000.00 
1000.00 
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Journal  Entries 

Operating $382500.00 

To  real  estate 

"  improvements 

"  upkeep  expense 

"  gross  profit  (down).  .  .  . 

Sales  of  lots 350000 .00 

Real  estate  (inventory) 32.500 .00 

To  operating 

Gross  profit 252500 .00 

To  administrative  expense  . 
"  business  profit  (down). . 

Business  profit 206500 .00 

Interest 12000 .00 

Bond  interest  (Rec.) 9800 .00 

To  net  profit  (down) 

Net  profit 228300.00 

To  sinking  fund  reserve  . . . 
"  sinking  fund  reserve  .  .  . 

"  surplus  (down) 

Surplus 78300 .00 

Deficit 51700.00 

To  dividend 


K  40000.09 
45000.00 
45000.00 

252500.00 


382500.00 

46000.00 
206500.00 


228300.00 

120000.00 
30000.00 
78300.00 


130000.00 
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COMMERCIAL  ARITHMETIC 

PART  I 


INTRODUCTION 

Every  business  transaction  is  a  mathematical  problem  and 
requires  a  solution.  Consequently,  the  subject  of  Commercial 
Arithmetic  cannot  be  over-emphasized. 

In  this  textbook  the  elementary  discussion  of  addition,  sub- 
traction, multiplication,  and  division  has  been  given  in  rather  brief 
form;  care  has  been  taken,  however,  to  present  a  sufficient  number  of 
illustrative  examples  to  allow  the  student  who  has  difficulty  with  his 
arithmetic  to  make  up  this  deficiency  before  taking  up  the  methods 
of  rapid  calculation.  Of  course,  it  is  assumed  that  all  who  are 
already  proficient  will  pass  over  the  elementary  material  with  scarcely 
any  review,  but  it  is  to  be  hoped  that  no  one  will  belittle  the  value 
of  constant,  untiring  practice  in  this  extremely  important  part  of 
the  course. 

Great  care  has  been  exercised  in  avoiding  useless  repetitions  and 
in  excluding  the  material  which  is  usually  introduced  into  books  on 
Arithmetic  for  its  training  value  rather  than  for  its  practical  applica- 
tion to  commercial  work.  To  enable  the  student  to  attain  the  re- 
quired speed,  to  become  familiar  with  all  of  the  "short-cuts,"  and  to 
acquire  the  proper  facility  in  checking  his  results,  the  most  useful 
of  the  various  time-saving  methods  have  been  introduced.  The 
inability  of  anyone  but  the  student  himself  to  make  these  methods  of 
value  is  quite  apparent,  and  he  is  strongly  advised,  therefore,  to 
utilize  all  of  the  practice  examples,  and  more  if  necessary,  in  order 
to  attain  the  required  proficiency. 

DEFINITIONS  AND  MATHEMATICAL  SIGNS 

1.  Quantity  is  anything  which  may  be  increased,  diminished, 
or  measured.  For  example — numbers,  lines,  space,  motion,  time, 
volume,  and  weight. 
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Mathematics  is  the  science  which  treats  of  quantity,  and  its 
fundamental  branches  are  Arithmetic,  Algebra,  and  Geometry. 

Signs.  For  the  sake  of  brevity,  signs  are  used  in  mathematics 
to  indicate  processes.  The  signs  most  used  in  arithmetic  are  +, 
-,  X,  -i-,  =,  (),  and 

The  sign  +  is  read  plus,  and  is  the  sign  of  addition.  It  shows 
that  the  numbers  between  which  it  is  placed  are  to  be  added  together. 
If  2  and  2  are  to  be  added  it  would  be  expressed  thus :  2  +  2  are  4. 

The  sign  —  is  read  minus,  and  is  the  sign  of  subtraction.  It 
means  that  the  number  which  follows  this  sign  is  to  be  subtracted  or 
taken  away  from  the  number  which  precedes  it,  thus:  6  —  4  are  2. 
Note  :  Plus  and  tninin  are  Latin  words  signifying  more  and  less. 

The  sign  X  is  read  times,  and  is  the  sign  of  multiplication;  it 
means  that  numbers  between  which  it  is  placed  are  to  be  multiplied 
together,  thus:  2X5  are  10. 

The  sign  -r-  is  read  divided  by,  and  is  the  sign  of  division.  It 
means  that  the  number  which  precedes  this  sign  is  to  be  divided  by 
the  number  which  follows  it,  thus:  4  -i-  2  are  2. 

The  sign  =  is  read  equals  or  is  equal  to,  and  is  the  sign  of  equality. 
It  means  that  the  expressions  between  which  it  is  placed  are  identical 
in  value,  thus:  4  +  3  =  10  —  3.  This  sign  is  very  often  misused. 
Great  care  should  be  taken  at  all  times  to  make  sure  that  the  quantities 
connected  by  it  are  equal.  For  example:  it  would  be  absurd  to  say 
that  5  +  3  =  9  +  1  or  5  +  9  =  14  -i-2  =  7,  because  5  +  9 
does  not  equal  7.  

The  parentheses  ()  or  vinculum  shows  that  two  or  more 

numbers  are  to  be  treated  as  one;  or  in  other  words,  it  shows  that  the 
quantities  enclosed  in  the  parentheses  or  under  the  vinculum  should 
be  united  first  and  the  indicated  operations  performed  afterwards. 

NOTATION 

2.  Notation  is  the  art  of  writing  numbers  in  words,  in  figures, 
and  in  letters. 

Roman  Notation.  Roman  notation  is  now  seldom  used  except 
in  numbering  sections,  chapters,  and  other  divisions  of  books,  or  on 
the  dials  of  clocks,  watches,  etc. 

The  following  table  shows  some  of  the  combinations  of  the  7 
letters  used: 

2^2 


COMMERCIAL  ARITHMETIC 
TABLB  I 
Roman  Notation 


I one 

II. two 

III three 

IV four 

V five 

VI. Bix 

VII seven 

VIII eight 

IX nine 

X ten 

XX twenty 

XXX thirty 

XL forty 

L fifty 

LX sixty 

LXX seventy 


LXXX eighty 

XC ninety 

C one   hundred 

CXI! two  hundred 

CCC three  hundred 

D five  hundred 

DC six  hundred 

DCC seven  hundred 

DCCCC nine  hundred 

M one  thousand 

MD fifteen  hundred 

MM two  thousand 

X ten  thousand 

M one  million 

MCMIII 1903 


3.  Arabic  Notation.  Arabic  notation,  so  called  on  account  of 
its  having  been  made  known  through  the  Arabs,  employs  ten 
characters  or  figures  in  expressing  numbers.    They  are 

1,        2,        3,        4,        5,        6,        7,        8,        9,         0 

one,      two,      three,     four,      five,       six,      seven,    eight,    nine,     cipher 

The  first  nine  are  sometimes  called  digits  from  digitus,  the 
Latin  signifying  a  finger,  because  of  the  use  formerly  made  of  the 
characters  or  fingers  in  reckoning. 

The  cipher  is  sometimes  called  naught  or  zero  because  it  ex- 
presses the  absence  of  a  number,  or  nothing,  when  standing  alone. 

The  particular  position  which  any  figure  occupies  with  respect 
to  other  figures  is  called  its  flace  or  order;  for  instance,  in  43,  count- 
ing from  the  right,  the  3  occupies  the  first  place  and  the  4  occupies  the 
second  place,  and  so  on  for  any  other  like  arrangement  of  figures. 

In  order  to  read  a  number,  point  off  the  number  into  periods 
of  three  figures  each,  commencing  at  the  right,  and  then  from  the 
left  read  each  period  in  succession  with  its  name. 
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TABLB  II 


The  Periods 


CD 

^1 

4 

s 

®  o 

n 

1 

^ 

OD 

m 

m 

s 

a> 

•o 

T3 

T3 

'O 

-o 

£ 

2 

£ 

£ 

£ 

"O  _   00 

T3   _    tD 

"O  _  tn 

•O    _    CD 

Hund 

Tens 

Unite 

Hun 
Tene 
Unit 

Hun 

Tens 
Unit 

Hun 
Tens 
Unit 

Hun 
Tens 
Unit 

9  8  7 

6  5  4 

3  2  1 

9  8  7 

6  5  4 

501 

4th 

3rd 

2nd 

l8t 

Period 

Period 

Period 

Period 

Period 

For  example,  take  the  number  in  Table  II,  which  is  987654321- 
987654.  The  number  divided  into  periods  is  987,654,321,987,654, 
and  is  read  nine  hundred  eighty-seven  trillions,  six  hundred  fifty-four 
billions,  three  hundred  twenty-one  millions,  nine  hundred  eighty- 
seven  thousand,  six  hundred  fifty-four. 

ADDITION 

4.  Addition.  This  is  the  process  of  finding  a  number  which 
is  equal  to  the  combined  value  of  two  or  more  given  numbers.  The 
result  thus  obtained  is  called  the  sum  or  amount.  Hence,  we  may 
say  that  the  sum  of  two  or  more  numbers  is  a  number  containing  as 
many  units  as  all  the  numbers  taken  together.  Thus  the  sum  of  5 
cents  and  7  cents  is  12  cents,  since  12  contains  as  many  units  as  5  and 
7  together. 

Since  a  number  is  a  collection  of  units  of  the  same  kind,  two  or 
more  numbers  can  be  united  into  one  sum  only  when  the  units  are 
of  the  same  kind,  thus:  2  yards  +  4 yards  =  6 yards;  but  2  cents 
and  3  yards  cannot  be  united  into  one  number,  either  of  yards  or  of 
cents. 

5*    When  numbers  are  to  be  added : 

Write  the  numbers  under  each  oilier,  placing  them  so  that  units 
are  under  units,  tens  under  tens,  hundreds  under  hundreds,  and  so  on. 

Commencing  at  the  units  column  add  the  digits  and  put  down 
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only  the  right-hand  digit,  carrying  the  remaining  digit  to  the  next 
column. 

Continue  this  process  until  the  work  is  complete. 

6.  Example.    Add  476,  841,  57,  and  1867. 

Solution  a. 

476 
841 
57 
1867 
21  sum  of  first  column  (units) 
22      "     "  seoond    "       (tens) 
20        "      "  third       "      (hundreds) 

J "     "  fourth     "      (thousands) 

3,241    "      "  all  columns,  or  the  amount 

Note  :  The  right-hand  figure  of  the  sum  of  each  column  must  come  imder 
that  column. 

476 

Solution  b.     This  is  done  by  adding  the  2    of  the  21  ob-  841 

tained  from  the  first  column,  to  the  22  of  the  second,    thereby  57 

getting  24;  the  4  is  set  down,  and  the  2  added  to  the  next  column,  ^  q/^^ 

and  so  on.  - — — 

3,241 

7.  Proof.  To  prove  that  the  sum  is  correct,  begin  at  the  top 
and  add  the  columns  downward  in  the  same  manner  as  they  were 
added  upward.  If  the  two  sums  agree,  the  work  is  presumably 
correct,  for  by  adding  downward  the  order  of  the  figures  is  inverted, 
and  therefore  any  error  made  in  the  first  addition  would  probably 
be  detected  in  the  second. 

PROBLEMS  FOR  PRACTICB 
Find  the  sum  of 

1.  56  +  49  +  17  +  21-1-  36  Ans.         179 

2.  42  +  46  +  43  +  58  +  91  Ans.        280 

3.  2,008  +  1,400  +  706  +  300  +  77  Ans.     4,491 

4.  26  +  425,902  +  3,006  +  490  +  36,221  Ans.  465,645 

5.  9,652  +  98  +  84,329  +  456  +  78,965  Ans.  173,500 

6.  9,652  +  67,984  +  56,398  +  98,989  Ans.  233,023 

8.  The  above  represents  a  brief  presentation  of  the  process  of 
simple  addition.    Those  who  have  found  it  unfamiliar  work  will 
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need  to  make  up  many  more  problems  of  the  same  nature  and  prac- 
tice their  solution  until  the  process  is  mastered.  But  in  business  the 
demand  is  for  sfeed  as  well  as  for  accuracy,  and  so  the  following 
sections  are  given  to  familiarize  the  student  with  different  methods 
by  which  the  process  of  addition  may  be  shortened  and  the  results 
proved,  as  well  as  to  furnish  the  drill  necessary  to  bring  about  the 
required  proficiency. 

9.  Rapid  Addition.  Rapid  addition  depends  largely  upon  the 
ability  to  group  or  combine  several  numbers  in  a  column  into  a  single 
number.  In  reading  words  become  so  familiar  that  not  only  one 
word,  but  a  phrase  or  a  whole  sentence  can  be  recognized  at  a  glance. 
In  just  this  manner,  groups  of  figures  must  become  so  familiar  that 
their  sum  can  be  given  at  once.  This  can  be  done  only  by  intelligent, 
persistent  practice. 

10.  Practice  mental  addition  with  the  following  list  which  con- 
tains all  possible  groups  of  two  figures  each ; 


1 

2 

3 

2 

4 

3 

5 

4 

3 

6 

5 

4 

7 

6 

5 

1 

1 

1 

2 

1 

2 

1 

2 

3 

1 

2 

3 

1 

2 

3 

4 

8 

7 

6 

5 

9 

8 

7 

6 

5 

9 

8 

7 

6 

9 

4 

1 

2 

3 

4 

1 

2 

3 

4 

5 

2_ 

3 

4 

5 

3 

8 

7 

6 

9 

8 

7 

9 

8 

7 

9 

8 

9 

8 

9 

9 

4 

5 

6 

4 

b_ 

6 

5 

6 

7 

6 

7 

7 

8 

8 

9 

Note:  The  above  additions  should  be  practiced  from  left  to  right,  from 
right  to  left,  from  top  to  bottom,  and  from  bottom  to  top.  This  is  the  first 
and  most  important  step  in  grouping. 

II.     Set  down  a  series  of  columns  containing  10  or  12  figures 
each,  like  the  following: 


1 

2 

3 

4 

5 

6 

7 

8 

9  10 

II 

12 

13 

14 

15 

6 

7 

3 

5 

G 

7 

9 

9 

9    1 

2 

5 

8 

2 

8 

3 

1 

4 

2 

4 

7 

9 

8 

8   4 

7 

2 

3 

7 

2 

8 

7 

7 

5 

8 

2 

5 

9 

4   5 

8 

3 

5 

4 

1 

Find  the  sum  in  each  case,  making  groups  of  two  figures  each. 
Make  combinations  of  10,  20,  30,  or  other  numbers  as  often  as  pos- 
sible, and  add  them  as  single  numbers.  In  combining  numbers 
between  10  and  20,  think  of  them  as  1  ten  and  a  certain  number  of 
units,  and  not  as  a  certain  number  of  units  and  1  ten.  This  idea 
may  also  be  extended  to  the  combination  of  larger  numbers. 
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Note.  Thus,  in  combining  14  and  19  think  of  29  and  4,  or  33;  in  com- 
bining 18  and  17,  think  of  28  and  7,  or  35.  In  adding  76  and  19  think  of  86 
and  9,  etc. 

12.  Following  the  suggestion  in  Sec.  11,  set  down  a  number 
of  columns  of  two  figures  each,  like  the  following: 

25    48    59    87    91    75    86    75    48    78    57    89    37    56    75 

Pronounce  the  sums  at  sight,  setting  down  only  the  results.  Practice 
with  such  examples  until  they  become  easy,  increasing  from  two 
numbers  to  three,  and  so  on. 

13.  An  exercise  which  will  be  found  valuable  consists  in  counting 
by  any  given  number  from  one  point  to  another.  Thus:  count  by 
8's  from  20  to  84;  count  by  4's  from  11  to  59,  etc. 

14.  When  columns  to  be  added  contain  3,  5,  or  any  odd  number 
of  figures  in  consecutive  order,  as,  for  example,  17,  18,  19,  the  sum 
may  be  obtained  by  multiplying  the  middle  one  by  the  number  of 
terms.  This  may  be  applied  to  any  number  of  consecutive  figures 
by  multiplying  one-half  of  the  sum  of  the  first  and  last  by  the  num- 
ber of  terms.  When  a  figure  is  repeated  several  times  the  sum  may 
be  found  by  multiplication. 

15.  Addition  is  usually  checked  by  adding  the  columns  in  re- 
verse order.  If  the  results  by  both  processes  agree,  the  sum  may 
be  considered  correct.  If  the  columns  are  very  long,  each  column 
may  be  added  separately  and  the  final  results  found  by  combining 
the  separate  totals. 

16.  In  writing  figures,  care  should  be  taken  to  acquire  a  rapid 
but  legible  style  with  particular  emphasis  upon  the  alignment.  Fig- 
ures poorly  made  and  out  of  line  are  responsible  for  many  of  the 
mistakes  in  business  calculations.  Considerable  speed  can  be  devel- 
oped by  writing  the  same  number  many  times,  as  quickly  as  possible, 
in  vertical  columns,  taking  care  not  to  allow  the  speed  to  interfere 
with  legibility  or  alignment. 

17.  In  some  kinds  of  invoicing  and  other  accounting  work  it 
is  often  a  distinct  advantage  to  use  horizontal  addition  in  order  to 
avoid  setting  down  the  figures  in  vertical  columns.  Practice  this 
method  by  writing  numbers  in  horizontal  lines  and  adding.  Care 
must  be  exercised  to  combine  only  units  of  the  same  order. 
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PROBLEMS   FOR  PRACTICB 

1.  Find  the  sum  of  all  the  integers  from  2164  to  2260  inclusive. 

2.  Find  the  sum  of  the  following  numbers :  Forty-five  thousand 
forty-five;  sixteen  thousand  three  hundred  sixty;  one  hundred  sixty- 
seven  thousand;  eight  hundred  fifty  thousand  ninety-two;  nine 
million  twenty-four. 

3.  365  +  1728  +  64  +172  +  89  +  38  +  9  +  5280   + 
176  =? 

4.  A  farmer  raises  375  bushels  of  corn,  419  bushels  of  barley,  849 
bushels  of  wheat,  668  bushels  of  oats,  and  389  bushels  of  rye.  Find 
how  many  bushels  in  all. 

5.  In  an  orchard  there  are  375  apple  trees,  416  pear  trees,  37 
quince-  trees,  98  cherry  trees,  238  peach  trees,  and  276  plum  trees. 
How  many  trees  in  all? 

6.  Sales  for  the  week  ending  Feb.  24,  1904. 


Days 

Dry 
Goods 

Shoes 

Furni- 
ture 

Books 

Crockery 

Millinery 

TOTALS 

Mon. 

Tues 

Wed. 

Thurs. 

Fri. 

Sat. 

$647.18 
356.25 
716.40 
828.30 
316.17 
929.12 

$176.42 

97.20 

200.48 

227.69 

87.14 

249.67 

$376.40 
184.00 
417.65 
476.00 
148.12 
417.13 

$117.13 
64.72 
156.25 
171.14 
100.80 
426.00 

$  92.17 

38.15 

127.16 

287.80 

77.44 

225.98 

$111.40 

67.65 

328.40 

116.38 

79.40 

429.75 

$   ?    .    ? 

Totals 

$  ?   .   ? 

$  ?    .   ? 

$  ?    .   ? 

$  ?   .   ? 

$  ?   .   ? 

$  ?   .   ? 

$   ?    .    ? 

Note.  Compute  the  totals  where  question  marks  are  shown.  Calculate 
the  total  for  each  day  of  the  week  byihorizontal  addition. 

SUBTRACTION 

18.  Subtraction.  This  is  the  process  of  finding  the  difference 
between  two  numbers.  This  difference,  when  added  to  the  smaller, 
will  give  a  result  equal  to  the  greater. 

For  example,  the  difference  between  16  and  7  is  9,  since  7  added 
to  9  makes  16. 

The  greater  of  two  numbers  whose  difference  is  to  be  found,  is 
called  the  minuend,  and  the  lesser  is  called  the  subtrahend.  The 
number  left  after  taking  the  subtrahend  from  the  minuend  is  called 
the  difference  or  remainder. 
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Only  like  numbers,  and  units  of  the  same  order,  can  be  sub- 
tracted, and  the  remainder  is  always  like  the  minuend  and  the 
subtrahend. 

Example.    Subtract  114  from  237. 

Solution.     Beginning  with  the  units  column  4  (units)  from 

7  (unite)  leave  3  (units).     Write  the  3  under  the  units  column.  237 

In  the  tens  column  1  ten  from  3  tens  leave  2  tens,  which  is  written  -i  -i  ^^ 

below  the  tens  column.     In  the  next  column  1  (hundred)  from  2  . 

(hundreds)  leaves  1  (hundred),  and  1  is  set  down  in  hundreds  123 
place,  and  the  remainder  is  123. 

Proof.  It  should  be  clear  that  subtraction  is  really  the  reverse 
of  addition.  Therefore,  to  prove  subtraction,  add  the  remainder 
to  the  subtrahend;  the  sum  should  equal  the  minuend. 

19.  The  following  rules  should  always  be  followed  in  sub- 
tracting one  number  from  another: 

Write  the  subtrahend  under  the  minuend  so  that  units  of  the  same 
order  may  be  expressed  in  the  same  column. 

Begin  with  the  units  of  the  lowest  order  to  subtract,  and  proceed 
to  the  highest,  wriiing  each  remainder  under  the  line  in  its  proper  place. 

If  any  digit  of  the  minuend  is  less  than  the  corresponding  digit 
of  the  subtrahend,  add  ten  to  it  and  then  subtract',  but  consider  that 
the  next  digit  of  the  minu£nd  has  been  diminished  by  one. 

Examples.     1.     Find   the  difference  between  6,784  and  3,776. 

Solution.     Only  the  4  has  to  be  increased.  ^'^^  minuend 

Ten  is  always  the  amount  by  which  we  increase  an  3776  subtrahend 

order  of  units.  _ 

3,008  remamder 

2.    Find  the  difference  between  1,000  and  621. 

Solution.     Before  taking  one  from  the  next  unit   we   are  lUUU 

obliged  to  increase  this  unit  itself  by  taking  one  from  the  next  621 

unit,  increasing  that  unit  also  if  necessary.  070 

PROBLEMS  FOR  PRACTICE 

1.  From  7,282  subtract  4,815  Ans.      2,467 

2.  From  64,037  subtract  5,908  Ans.    58,129 

3.  From  1,740,932  subtract  807,605  Ans.  933,327 
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4.  From  71,287  subtract  40,089  Ans.     31,198 

5.  From  1,001,001  subtract  909,199  Ans.     91,802 

6.  I  had  935  dollars  and  spent  648  dollars  of  this.  How 
much  had  I  left?  Ans.  287  dollars. 

7.  A  man  purchased  8,983  bricks,  but  used  only  5,362.  How 
many  had  he  left?  Ans.  3,621 

8.  A  coal  shed  contains  8,579  tons  of  coal.  3,243  tons  are 
taken  out  for  delivery,  after  which  4,112  tons  are  put  in.  Again 
1,602  tons  are  taken  out  of  it.     How  many  tons  remain? 

Ans.  7,846  tons. 

20.  The  method  given  in  Sec.  18  is  the  common  method  of 
subtraction.  For  rapid  computation,  however,  the  making  change 
method  is  better.  It  can  be  readily  learned  and  is  illustrated  as 
follows : 

Example.    Find  the  difference  between  8,763  and  4,258. 

Solution.     Think  "8  +  5  =  13,"  and  write  5;  "1  carried  ^'^^ 

+  6  +  0  =  6,"  and  write  0;  "2  +  5  =  7,"  and  write  5;  "  4  +  4  =  4258 

8,"  and  write  4.     Check  the  result  thus:  4505  +  4258  =  8763.  .  _^. 

4,505 

21.  This  method  of  making  change  may  be  used  to  good  advan- 
tage in  finding  the  difference  between  a  minuend  and  several  sub- 
trahends. 

Example.    A  man  had  on  deposit  in  his  bank  $350.65.     He 
withdrew  at  various  times  $6.54,  $17.32,  $84.50;  find  his  balance 
in  the  bank. 
Arrange  the  numbers  as  shown  in  the  margin. 

$350.65 

Solution.     Six  (0  +  2  4-  4)  and  nine  are  16;  write  9  and       

carry  1.  Fourteen  (1  carried  +5  +  3  +  5)  and  two  are  16;  0.54 
write  2  and  carry  1.  Eighteen  (1  carried  +  4  +  7  +  6)  and  two  17.32 
are  20;  write  2  and  carry  2.  Eleven  (2  carried  +  8  +  1)  and  qa  ca 
four  are  15;  write  4  and  carry  1.     One  and  trvo  are  3;  write  2.  

$242.29 
PROBLEMS    FOR    PRACTICE 

Find  and  check  the  bank  balance  of  the  following: 

1.  Deposit  $850;  checks,  $205,  $72,  $183. 

2.  Deposit  $625;  checks,  $130,  $210,  $128. 

3.  Deposit  $475;  checks,  $78,  $162,  $24. 
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4.     Copy  the  following,  supplying  the  missing  terms  and  checking 
the  results: 

$110.60  +  $172.60  +  $652.84  =     ???.?? 

59.72  +     ???.??  +     235.40  =     ???.?? 

283.65  +       88.54  +     ???.??  =     ???.?? 

???.??  +     276.88  +       86.98  =     ???.?? 


$605.72        $730.22      $1010.65  =   ????.?? 

5.  The  gross  weights  (weights  of  barrels  and  sugar)  and  tares 
(weight  of  barrels)  of  ten  barrels  of  sugar  are  as  follows:  326-9, 
332-19,  307-18,  321-18,  324-19,  330-19,  313-18,  313-19,  317-17, 
327-19.     Find  the  total  net  weight. 

Note.  Find  the  total  gross  weight  and  total  tare,  and  then  the  dif- 
ference, or  the  total  net  weight. 

MULTIPLICATION 

22.  Multiplication  is  a  short  method  of  adding  a  number  to 
itself  a  certain  number  of  times;  or,  it  is  the  process  of  taking  one 
number  as  many  times  as  there  are  units  in  another. 

We  know  "by  addition  that  2  +  2  +  2  +  2  +  2  =  10;  but 
multiplication  expresses  the  process  more  briefly,  thus :  5  X  2  =  10. 
The  5  shows  how  many  twos  are  used  in  adding.  This  last  expression 
is  read,  five  times  two  equals  ten. 

In  multiplication  three  terms  are  employed — the  Multiplicand, 
the  Multiplier,  and  the  Product. 

The  multiplicand  is  the  number  to  be  multiplied  or  taken. 

The  tnvlti'plier  is  the  number  by  which  we  multiply;  it  denotes 
the  number  of  times  the  multiplicand  is  to  be  taken. 

The  product  is  the  result  or  number  obtained  by  the  multiplication. 

23.  To  multiply  with  accuracy  and  rapidity,  we  must  know 
at  sight  the  product  of  any  two  numbers,  at  least  from  2  to  12.  The 
combinations  of  these  numbers  should  be  practiced  until  they  can  be 
given  correctly  and  without  hesitation. 

Table  III  gives  the  product  of  any  two  numbers  up  to  25  X  25. 
To  use  the  table,  find  one  of  the  two  numbers  in  the  upper  or  lower 
row  and  the  other  in  the  left-hand  column.  The  product  of  the  two 
will  be  found  at  the  intersection  of  two  imaginary  lines  drawn  parallel 
to  the  heavy  lines  shown  in  the  table  at  12  X  12  and  20  X  20. 
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The  following  points  should  also  be  fixed  firmly  in  mind:  Zero 
times  any  number  is  zero,  or  any  number  times  zero  is  zero.  For 
example:  0X0  =  0;  0X8  =  0;  942  X0  =  0,  etc. 

One  times  any  number  or  any  number  times  one  gives  that  num- 
ber as  a  product.  For  example:  1  X  7  =  7;  85  X  1  =  85;  1  X  1 
=       etc. 

TABLE  HI 
Multiplication  Table 


1 

2 

2 

4 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

6 

8 

10 

12 

14 

16 

IS 

20 

22 

24 

26 

28 

30 

32 

34 

36 

38 

40 

42 

44 

46 

48 

50 

3 

6 

9 

12 

16 

18 

21 

24 

27 

30 

33 

36 

39 

42 

45 

48 

51 

54 

57 

60 

63 

66 

69 

72 

76 

4 

8 

12 

16 

20 

24 

28 

32 

36 

40 

44 

48 

52 

56 

60 

64 

68 

72 

76 

80 

84 

88 

92 

96 

100 

5 

10 

15 

20 

25 

30 

35 

40 

45 

50 

56 

60 

65 

70 

75 

80 

85 

90 

96 

100 

105 

110 

115 

120 

125 

6 

12 

18 

24 

30 

36 

42 

48 

54 

60 

66 

72 

78 

84 

90 

96 

102 

108 

114 

120 

126 

132 

138 

144 

160 

7 

14 

21 

28 

35 

42 

49 

56 

63 

70 

77 

84 

91 

98 

106 

112 

119 

126 

133 

140 

147 

154 

161 

168 

175 

8 

16 

24 

32 

40 

48 

66 

64 

72 

80 

88 

96 

104 

112 

120 

128 

136 

144 

152 

160 

168 

176 

184 

192 

200 

9 

18 

27 

36 

45 

54 

63 

72 

81 

90 

99 

108 

117 

126 

136 

144 

153 

162 

171 

180 

189 

198 

207 

216 

225 

la 

20 

30 

40 

60 

60 

70 

80 

90 

100 

110 

120 

130 

140 

150 

160 

170 

180 

190 

200 

210 

220 

230 

240 

250 

11 

22 

33 

44 

55 

66 

77 

88 

99 

110 

121 

132 

143 

154 

166 

176 

187 

198 

209 

220 

231 

242 

253 

264 

275 

i£ 

24 

36 

48 

60 

72 

^ 

96 

lOS 

120 

132 

144 

156 
169 

168 
182 

180 
196 

192 
208 

204 

221 

216 
234 

238 
247 

240 
260 

252 
273 

264 
286 

276 
299 

288 
312 

300 
325 

13 

^ 

"39 

62 

65 

78 

91 

104 

117 

130 

143 

156 

14 

28 

42 

56 

70 

84 

98 

112 

126 

140 

154 

168 

182 

196 

210 

224 

238 

252  266 

280 

294 

308 

322 

336 

360 

15 

30 

45 

60 

75 

90 

105 

120 

136 

150 

165 

180 

195 

210 

225 

240 

265 

270 

285 

300 

315 

330 

346 

360 

375 

16 

32 

48 

64 

80 

96 

112 

12s 

144 

160 

176 

192 

208 

224 

240 

256 

272 

288 

304 

320 

336 

352 

368 

384 

400 

17 

34 

51 

68 

85 

102 

119 

136 

153 

170 

187 

204 

221 

238 

255 

272 

289 

306 

323 

340 

367 

374 

391 

408 

425 

18 

36 

54 

72 

90 

108 

126 

144 

162 

180 

198 

216 

234  252 

270 

288 

306 

324 

342 

360 

378 

396 

414 

432 

460 

19 

38 

57 

76 

96 

114 

133 

162 

171 

190 

209 

228 

247  266 

285 

304 

323 

342 

361 

380 

399 

418 

437 

456 

475 

20 

40 

60 

80 

100 

120 

140 

160 

180 

200 

220 

240 

260  280  300 

320 

340 

3601380 

400 

420 
441 

440 
462 

460 
483 

480 
504 

500 
625 

21 

T> 

63 

T4 

10^ 

TTe, 

TTi 

TSs 

7^ 

?To 

231 

252 

273 

294 

■.il5 

336 

357 

37,^ 

399 

420 

22 

44 

66 

88 

no 

132 

154 

176 

198 

220 

242 

264 

286 

308 

33f 

352 

374 

396 

418 

440 

462 

484 

506 

52S 

550 

23 

46 

69 

92 

115 

138 

161 

184 

207 

230 

253 

276 

299 

322 

345 

358 

391 

414 

437 

460 

483 

506 

529 

562 

575 

24 

48 

72 

96 

120 

144 

168 

192 

216 

240 

264 

288 

312 

336 

360 

384 

408 

432 

456 

480 

504 

528 

552 

576 

600 

25 

1 

50 

75 

100 

126 

150 

176 

200 

225 

250 

275 

300 

326 

350 

375 

400 

425 

450 

475 

500 

525 

650 

575 

600 

625 

2 

3 

4 

5 

6 

7 

S 

9 

10 

ll|  12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

24.  Rules.  The  multiplicand  may  be  either  concrete  or  abstract. 
The  multiplier  is  always  abstract.  The  product  is  always  like  the 
multiplicand. 

When  both  numbers  are  cd>stract,  either  number  may  be  considered 
as  the  multiplicand  or  the  multiplier,  for  the  result  is  the  same;  thus  5 
times  2  is  the  same  as  2  times  5. 

Each  figure  of  the  multiplicand  is  multiplied  by  each  significant 
figure  of  the  multiplier,  and  the  right-hand  figure  of  each  product  is 
placed  under  the  figure  of  the  multiplier  used  to  obtain  it.  The  sum 
of  the  several  products  will  be  the  entire  product. 
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Note:  When  there  is  a  zero  in  the  multiplier,  multiply  by  the  signifi- 
cant figures  only,  taking  care  to  place  the  right-hand  figure  of  each  separate 
product  under  the  figure  used  in  obtaining  it. 

When  the  Tmdiiplier  ecmsists  of  one  figure. 
Example.    Multiply  175  by  7. 

Solution.  Having  written  the  multiplier  undw 
the  unit  figure  of  the  multiplicand,  multiply  the  5  units 
by  7,  obtaining  35.  Then  set  down  the  5  units  directly 
under  7  and  carry  the  3,  in  other  words,  reserve  the  3 
tens  for  the  tens  colimin.  Next  multiply  the  seven  tens 
by  7,  obtaining  49,  and  add  the  3  which  carried,  and 
obtain  52  tens  (which  is  the  same  as  5  hundreds  and  2 
tens).  Now,  writing  down  the  2  tens  and  carrying  the 
5  (which  is  the  same  as  reserving  5  hundreds),  multiply 
1  by  7  and  add  the  5,  which  may  be  written  down  in 
full.     The  product  then  reads  1,225. 

When  the  multiplier  consists  of  two  figures. 
Example.     Multiply  145  by  13. 

SoLtJTiON  a.  It  can  be  seen  that  13  =  10  +  3, 
hence  the  product  of  13  X  145  will  be  the  same  as  (10  X 
146)  +  (3  X  145). 


175  multiplicand 
7  multiplier 


1,225  product 


145  X  3 

=  435 

145  X  10 

=  1450 

1,885 

igh  and 

145 
13 

Solution  b.  Commencing  with  3,  multiply  through  and 
write  the  product.  Under  this  product  write  the  product  ob- 
tained by  multiplying  by  10.  However,  the  0  may  be  discarded 
in  1,450  if  it  is  remembered  to  write  the  5  under  second  place.  435 
and  145  are  called  partial  products. 

When  the  digits  of  the  multiplier  are  separated  by  ciphers 
Example.     Multiply  13,456  by  2,004. 


435 
145 

1,885 


13456 

2004 


Solution.     In  this  problem,  although  the  multiplier  con- 
tains four  digits,  only  two  partial  products  appear.     The  first  - 
figures  obtained  by  multiplying  by  4  and  2  appear  under  those            53824 
digits,  the  zeros  simply  marking  the  absence  of  any  other  charac-    26912 
ters  in  the  product. 

26,965,824 

When  ciphers  are  at  the  right  of  the  multiplier  or  muUivlicand. 
Example.    Multiply  5,760  by  3,000. 

Solution.     Here  it  is  necessary  to  multiply  676  by  3  only;       5760 
676  X  3   =    1728;  then  annex  the  total  number  of  ciphers  found  3000 

at  the  right  of  both  multiplier  and  multiplicand.     Always  count 

the  ciphers  in  a  problem  of  this  kind  to  verify  your  answer.  17.280,000 
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PROBLEMS  FOR  PRACTICE 

Multiply 

1.  7^19  by  394  Ans.   2,883,686 

2.  8,168  by  734  Ans.   5,995,312 

3.  42,308  by  692  Ans.  29,277,136 

4.  Multiply  875  by  itself.  Ans.       765,625 

5.  I  bought  28  bu.  of  wheat  at  $1  per  bushel.  If  I  gave  three 
ten-dollars  bills  in  payment,  what  change  should  I  receive? 

6.  Find  the  value  of  683  tons  of  coal  at  $5  per  ton. 

7.  I  bought  98  bbl.  apples  at  $2  per  barrel  and  64  bbl.  potatoes 
at  $2  per  barrel.     What  was  my  bill? 

25.  Short  Methods.  To  multiply  by  ten  and  *powers  of  ten. 
This  method  is  only  a  slight  variation  of  that  given  in  the  last 
example  of  Sec.  24. 

Annexing  a  cipher  to  a  whole  number  multiplies  that  number 
by  ten,  etc. 

Thus:  To  multiply  378  by  1,000,  write  at  once  378,000. 

To  multiply  by  a  number  a  little  less  than  10,  100,  or  1000,  the 
process  may  be  shortened  as  shown  in  the  following: 

Examples.    1.    Multiply  254  by  99. 

26400 
Solution.     99  is  100  diminished  by  1;   hence,  multiply  254  054 

firet  by  100  and  then  by  1  and  subtract  the  results.  

25,146 

2.     Multiply  196  by  997. 

196000 
Solution.     997  is  1000  diminished  by  3;  hence,  multiply  196  coo 

first  by  1000  and  then  by  3  and  subtract  the  results.  

195,412 

To  multiply  by  25. 

Annex  two  ciphers  to  the  number  and  divide  by  4. 

To  multiply  by  11. 

a.  When  the  multiplicand  contains  two  figures,  place  their 
sum  between  them.  If  this  sum  is  greater  than  9  carry  one  to 
the  third  place. 


*A  power  of  ten  is  the  iiroduct  obtained  by  multiplying  ten  by  Itself  a  given 
number  of  times.  Thus  1,000  and  10,000  are  respectively  the  third  and  fourth  powers 
of  lU. 
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Example.    Multiply  47  by  11. 

Solution.  Place  7  in  unite  place.  Add  4  and  7,  putting  1  in  tens 
place  and  carrying  1.     Place  (4  4-  1)  in  hundreds  place.     Result  517, 

b.  When  the  multiplicand  is  any  number,  write  the  right-hand 
figure  in  units  place;  then  add  the  first  and  second,  second  and  third, 
and  so  on,  finally  setting  down  the  left-hand  figure.     Carry  as  usual. 

Example.     Multiply  365  by  11. 


Solution.     Write  5;  5  +  6  =  11;  write  1  and  carry  1; 


365 


1  carried  +  6+3  =  10;  write  0;  1  carried  +  3  =  4;  write  4,  11 

making  the  result  4,015.  "4~015 

PROBLEMS   FOR   PRACTICE 

1.  Multiply  the  following  numbers  by  11:  23,  17,  28,  35,  72, 
83,  65. 

2.  Multiply  the  following  numbers  by  11:  253,  189,  372,  654, 
7,285,  1,763,  9,534,  2,765. 

To  multiply  by  multiples  of  11. 
Example.    Multiply  135  by  55. 

Solution.     5  X  5  ==  25;  write  5  and  carry  2.     5  +  3  =  8;  I35 

(5  X  8)  +  2  carried  =  42;  write  2  and  carry  4.     3  +  1  =  4;  -. 

(6  X  4)  +  4  carried  =  24;  write  4  and  carry  2.     (5  X  1)  +  2  ZZ, 

carried  =  7;  write  7,  giving  a  final  result  of  7,425.  7,425 

Make  up  a  dozen  or  more  problems  using  multiples  of  11  as 
multipliers  and  solve  until  the  method  is  familiar. 

To  multiply  by  numbers  from  12  to  19  inclusive. 

Multiply  the  units  of  the  multiplicand  by  the  units  of  the  multi- 
plier and  write  the  result  as  the  first  figure  of  the  product.  Add  the 
units  of  the  multiplicand  and  multiplier  and  write  the  result  as  the 
second  figure  of  the  product.  Finally  bring  down  the  tens  of  the 
multiplicand.     Carry  as  usual. 

Example.     Multiply  13  by  19. 

Solution.    9  X  3  =  27;  write  7  and  carry  2.     9  +  3  +  2  13 

carried  =  14;  write  4  and  carry  1.     1  +  1  =  2  giving  the  result  19 

247.  247 

Solve  problems  like  the  following:  12X18;13X15;18X19; 
17  X  13;  18  X  14;  etc. 

To  multiply  by  numbers  of  two  figures  ending  in  1. 
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Example.    Multiply  562  by  41. 
Solution  a.     The  partial  products  are  662  and  2,248. 

Solution  b.  Write  2.  (4  X  2)  +  6  =  14;  write  4  and 
carry  1.  (4  X  6)  +  5  +  1  carried  =  30;  write  Oand  carry  3.  (4  X 
6)  +  3  =  23;  write  23.  23  042 

The  same  method  may  be  used  with  slight  changes  for  numbers 

like  201,  401,  etc. 

Example.     Multiply  765  by  401. 

Solution.     Bring  down  the  first  two  figures  of  the  multi-  765 

plicand.     (4  X  6)  +  7  (the  third  place)  =  27;  bring  down  7  and  ^. 

carry  2.     (4  X  6)  +  2  carried  =  26;  bring  down  6  and  carry  2.         

(4  X  7)  +  2  carried  =  30.     Result  306,765.  306,765 

PROBLEMS  FOR   PRACTICE 
Find  the  product  of: 

1.  323  X  31      3.  589  X  71  5.  406  X  101      7.  2176  X  501 

2.  417  X  21      4.  263  X  81  6.  853  X  301      8.  7672  X  801 

DIVISION 

26.  Division.  This  is  the  process  of  finding  how  many  times 
one  number  contains  another.  In  division  there  are  three  principal 
terms,  the  Dividend,  the  Divisor,  and  the  Quotient  or  answer. 

The  dividend  is  the  number  to  be  divided. 

The  divisor  is  the  number  by  which  we  divide. 

The  quotient  is  the  number  of  times  the  divisor  is  contained  in 
the  dividend. 

When  the  dividend  does  not  contain  the  divisor  an  exact  number 
of  times,  the  excess  is  called  the  remainder.  The  remainder,  being 
a  part  of  the  dividend,  will  always  be  of  the  same  kind  as  the  dividend 
and  must  necessarily  be  less  than  the  divisor. 

Division  may  be  indicated  in  any  one  of  the  following  ways: 

24  

24  ^  2;    y;    or  2)24. 

Division  is  the  reverse  of  multiplication,  and  therefore,  just  as 
accuracy  and  rapidity  in  multiplication  are  acquired  largely  by  prac- 
tice, so  are  they  in  division  determined  by  one's  ability  to  read  the 
quotients  at  sight. 
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Perhaps  the  first  step  is  to  be  able  to  read  the  quotient  rapidly  in 
ah  cases  where  the  divisor  and  quotient  are  both  12  or  less  and  there 
is  no  remaindea".    For  example : 


12^4=..?     10-^2=..?    9^3=..? 


■^4=  ..? 


and  so  on.     Thus,  4  is  contained  in  12  three  times,  because  3  times 
4  are  12. 

27.  There  are  two  distinct  methods  used,  viz,  Long  Division 
and  Short  Division.  In  the  former  all  of  the  work  is  written  out,  but 
in  the  latter  the  process  is  performed  mentally,  and  the  result  only  is 
written.  Long  division  is  generally  used  when  the  divisor  exceeds 
12;  short  division,  when  the  divisor  does  not  exceed  12. 

The  following  examples  illustrate  the  process  of  division : 

Case  I.    Example.    Divide  720  by  5. 


Solution. 

In  long  division  it  is  found  that  5  is  contained  in 
7  once  with  a  remainder  of  2.  1  is  then  written  as  the 
first  figure  of  the  quotient  and  to  the  remainder  is  an- 
nexed the  next  figure  of  the  dividend.  Repeating  the 
process  of  division  4  is  obtained  as  the  next  figure  of 
the  quotient  with  2  as  the  remainder.  A  0,  which  is 
the  next  figure  of  the  dividend,  is  now  annexed  to  this 
remainder  and  the  result  divided  by  5,  giving  4  as  the 
last  figure  of  the  quotient  with  no  remainder.  The 
division  is  now  complete. 


Long  Division 
144  quotient 
5)720 
5_ 
22 
20 
20 
20 


In    short    division    the  operations  are  performed 
mentally  and  the  quotient  is  at  once  written. 


Short  Division 
5)720 
144  quotient 


It  often  happens,  after  bringing  down  another  figure,  that  the 
number  is  still  too  small  to  contain  the  divisor.  In  this  case  place 
another  zero  in  the  quotient,  and  continue  bringing  down  the  fig- 
ures of  the  dividend  until  the  number  thus  formed  will  contain  the 
divisor. 
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Case  II.     Example.     Divide  10,517  by  13. 


809 


Solution.  In  this  example   13  is  contained  in   105  eight     i  ^MO^I  7 
times  with  1  remainder.     After  bringing  down  1  from  the  divi-         ^ 
dend,  it  is  seen  that  11  cannot  be  divided  by  13  and  hence  a  zero  Z— 

must  be  entered  in  the  quotient.     Bringing  down  the  next  figure  jjy 

makes  the  new  number  117,  which  contains  the  divisor  9  times  _ 

without  a  remainder.  

0 

28.     Rules  for  long  division. 

Write  the  divisor  and  dividend  in  the  order  named,  and  draw  a 
curved  line  between  them. 

Find  how  many  times  the  divisor  is  contained  in  the  left-hand 
figure  or  figures  of  the  dividend,  and  write  the  number  in  the  quotient 
over  the  dividend. 

Multiply  the  divisor  by  this  figure  of  the  quotient,  writing  the  prod- 
uct under  that  part  of  the  dividend  from  ivhich  it  was  obtaiiied;  subtract 
and  to  the  remainder  annex  the  next  figure  of  the  dividend. 

Find  how  many  times  the  divisor  is  contained  in  the  number  thus 
formed,  and  lorite  the  figure  denoting  it  at  the  right-hand  of  the  last 
figure  of  the  quotient. 

Proceed  in  this  manner  until  all  the  figures  of  the  dividend  are 
divided.  If  there  is  a  remainder  after  dividing  all  the  figures  of  the 
dividend,  place  the  remainder  over  the  divisor  with  a  line  between  them, 
and  annex  to  the  quotient. 

Note.     In  the  above  rules  the  term  "annex,"  meaning  to  place  after  is 
used.     The  opposite  term  "prefix,"  meaning  to  place  before  is  often  used. 
Be  careful  to  note  the  distinction  between  "annex"  and  "add." 

Example.    Divide  5,441  by  26. 

209 5^  quotient 

26)5441 

52 

241 

234 

7  remainder 

The  proper  remainder  is  in  all  cases  less  than  the  divisor.  If 
in  the  course  of  the  operation  it  is  found  to  be  larger  than  the  divisor, 
this  indicates  that  there  is  an  error  in  the  work  and  that  the  figure  in 
the  quotient  should  be  increased. 
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In  division,  the  quotient  is  always  abstract,  since  it  shows  how 
many  times  the  divisor  is  contained  in  the  dividend. 

Proof.  Multiply  the  quotient  by  the  divisor,  and  add  the  re- 
mainder, if  there  be  any.  If  the  number  thus  obtained  gives  the 
dividend,  the  work  is  correct. 

PROBLEMS  FOR  PRACTICE 

Divide 

1.  65,814  by  6  Ans.  10,969 

2.  614,648  by  8  Ans.  76,831 

3.  3,870  by  10  Ans.    387 

4.  32,000  by  1,000  Ans.  32 

5.  20  pounds  of  butter  were  sold  at  27  cents  a  pound.  This 
exactly  paid  for  15  pounds  of  coffee.  What  was  the  price  of  coffee 
per  pound? 

6.  A  ship  has  provision  for  30  men  for  12  months.  How  long 
will  it  last  45  men? 

29.  *Short  Methods.  To  divide  by  ten  and  powers  of  ten. 
From  the  right  in  the  dividend  point  off  as  many  places  as  the  divisor 
contains  ciphers.  The  figures  so  cut  off  represent  the  remainder,  to 
be  written  over  the  divisor  and  annexed  to  the  quotient. 

Find  the  complete  quotients  of  the  following:  530  h-  10;  6,572 
H-  100;  28,563  -^  1,000. 

To  divide  by  multiples  of  ten. 

Example.    Find  the  quotient  of  18,653  -h  3,000. 

653 

Solution.     Mark  off  in  the  dividend  as  many  figures  3000 

as  there  are  ciphers  in  the  divisor,  thus  dividing  by  1,000.    This  3|000)18|663 
leaves  18  to  the  left  of  the  mark  to  be  divided  by  3,  giving  a  in 

quotient  of  6  with  a  remainder  of  653.     The  complete  quotient  

is,  therefore,  6^^  663 


3000 


To  divide  by  26. 
Multiply  the  dividend  by  4  and  divide  the  product  by  100,  by  cutting 
off  two  figures  to  the  right,  handling  the  remainder  as  above. 


*These  methods  may  be  made  more  comprehensive  and  valuable  after  the  subject 
of  Decimals  has  been  discussed. 
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CHECKING  METHODS 

30.  A  careful  computer  checks  his  work  at  every  step,  and  it 
therefore  behooves  everyone  who  carries  on  this  work  not  only  to 
attain  speed  and  accuracy,  but  to  cultivate  the  habit  of  proving  every 
piece  of  work. 

Additions  are  checked,  as  has  already  been  stated,  by  adding 
in  the  reverse  manner.  Although  there  are  other  methods,  such  as 
casting  out  9's  and  ll's,  the  use  for  these  is  limited  and  the  simpler 
check  is  always  sufficient. 

Subtractions  are  proved  by  adding  subtrahend  and  remainder 

Multiplication.  The  checks  used  in  multiplication  besides 
those  already  given  of  reversing  multiplier  and  multiplicand,  and 
dividing  the  product  by  the  multiplier,  are  the  methods  of  casting  out 
9's  and  ll's,  and  the  method  of  unitates  (due  to  Walenn). 

Casting  out  9's.  This  method  is  based  on  the  fact  that  the  ex- 
cess of  9's  in  any  number  is  equal  to  the  excess  of  9's  in  the  sum  of  its 
digits. 

Thus,  the  excess  of  9's  in  654  =  6  +  5  +  4  =  15,  and  15  -  9  =  6. 
It  is  advantageous  in  practice  to  cast  out  at  once  all  9's  or  combina- 
tions making  9.  In  the  above  it  could  be  seen  that  5  +  4  =  9, 
leaving  6  at  once  as  the  excess. 

In  applying  this  principle  to  the  checking  of  multiplication,  the 
excess  of  9's  in  the  multiplier  and  the  multiplicand  are  multiplied  to- 
gether and  the  excess  of  9's  compared  to  the  excess  in  the  final 
product.     If  these  agree  the  final  product  is  probably  correct. 

Example.    Multiply  654  by  97  and  check. 

654  -     6 

Solution.     The  excess  of  9's  in  654  is  6  and  in  97,  7.           97  _      7 

6  X  7  =  42,  making  tlie  final  excess  of  9's,  6.     Tlie  excess  of    cETnn  "To 
9'8  in  the  product  is  seen  to  be  6  also,  and  the  product  may 

be  considered  correct.                                                                           ^^^■^  " 

63438  -     6 

Casting  out  ll's.  This  method  is  based  upon  the  fact  that  the 
excess  of  ll's  in  any  number  is  equal  to  the  sum  of  the  digits  in  the  odd 
places  (increased  by  11  or  a  multiple  of  eleven  if  necessary)  minus  the 
sum  of  the  digits  in  the  even  places. 

Thus,  the  excess  of  ll's  in  65  is  10,  (5  +  11  —  6);  the  excess 
of  ll's  in  2,845  is  7,  (5  +  8  -  4  +  2). 
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The  principle  may  be  applied  to  multiplication  as  follows: 
Example.     Multiply  375  by  21  and  check. 


Solution.     The  excess  of  ll's  in  375  is  1,  (5  +  3  -  7);       375  —      1 

and  in  21  is  10,  (1  +  11  -  2).     10  X  1  =  10,  and  the  final          21  —    10 

excess  is  10.     The  excess  of  ll's  in  the  product  is  10,  (5  +  8    

+  11  —  7  +  7);  and  hence  the  product  raay  be  assumed  to      7o75  10 
be  correct.                                                                                                 jq 

The  Method  of  Unitates.  This  method,  although  somewhat 
similar  to  those  just  given,  has  certain  advantages  and  may  appeal 
to  some.  Add  separately  the  figures  of  the  mvltipUer  and  multiplicand 
until  they  are  reduced  to  one  figure  each;  then  multiply  these  together 
and  again  reduxie  by  addition  to  one  figure.  If  the  multiplication  is 
correct,  the  final  result  should  check  with  the  successive  additions  of 
the  product. 

Example.    Multiply  6,547  by  301  and  check. 

Solution.    6  +  5  +  4  +  7=  22;  2  +  2=  4; 

hence  the  first  result   for  the  multiplicand  is  4.  6547          4 

3  +  1  =  4;  4  X  4  =  16;  1  +  6  =  7.  ogi           -4 

Treating  the  product  in  the  same  manner:    .  — 

1+9  +  7  +  6  +  4  +  7  =  34;  3  +  4  =  7.     The  1970647  -   7     16  =  7 
multiplication  is  correct. 

Division.  Division  may  of  course  be  checked  by  finding 
whether  the  product  of  the  quotient  and  divisor  equals  the  dividend. 
The  methods  of  casting  out  9's  and  ll's  given  above  may  be  used  in 
almost  the  same  manner  as  in  multiplication,  thus:  The  product  of 
the  excess  of  9's  or  ll's  in  the  quotient,  and  the  divisor  should  equal 
the  excess  of  9's  or  ll's  in  the  dividend,  minus  the  excess  of  9's  or  ll's 
in  the  remainder,  if  any. 

FACTORING 

31.    An  integer  is  a  whole  number,  as  1,  8,  15. 

All  numbers  are  either  odd  or  even.  An  odd  number  is  a  num- 
ber that  cannot  be  divided  by  2  without  a  remainder,  as  3,  9, 13,  etc. 
An  even  number  is  one  that  can  be  divided  by  2  without  a  remainder, 
as  4,  6,  8,  etc. 

A  prime  number  is  a  number  which  can  be  exactly  divided  only 
by  itself  and   1,  as  1,  3,  5,  7,  etc. 
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A  composite  number  is  a  number  that  is  divisible  by  numbers 
other  than  itself  and  1,  as  4,  6,  8,  10,  etc. 

A  factor  of  an  integer  is  a  divisor  which  is  contained  an  exact 
number  of  times  in  the  given  integer. 

A  prime  factor  is  a  factor  which  is  a  prime  number. 

Example.    What  are  the  prime  factors  of  16? 

2)^6 

Solution.     The  several  divisors  and  the  last  quotient,  all  2^     S 

of  which  are  prime,  are  the  prime  factors  of  16.  ^  — ~ 

2X2X2X2   =   16  ^)_J 

2 

The  rule  for  factoring  may  be  expressed  as  follows: 
Divide  the  given  number  by  the  least  prime  number  {greater  than 
1)  that  will  divide  it;  and  divide  each  quotient,  if  a  composite  number, 
in  the  same  manner.  Continue  dividing  until  a  prime  number  is 
obtained  as  the  quotient.  The  several  divisors  and  the  last  quotient 
will  he  the  prime  factors  desired. 

Factoring  by  Observation.  Certain  numbers  have  such  charac- 
teristics that  some  of  their  factors  may  be  found  without  the  trouble 
of  an  actual  operation  in  division.  The  simplest  of  these  rules  for 
factoring  by  observation  are  as  follows: 

2  is  a  factor  of  all  even  numbers. 

3  is  a  factor  of  all  numbers  the  sum  of  whose  digits  is  divisible 
byS. 

4  is  a  factor  of  aU  numbers  whose  last  two  places  are  divisible 

by  4- 

5  is  a  factor  of  all  numbers  ending  in  5  or  0. 

10  is  a  factor  of  any  number  whose  last  figure  is  0. 

PROBLEMS  FOR  PRACTICE 

AVhat  are  the  prime  factors  of 

1.  36  4.        6,800 

2.  57  5.        7,800 

3.  3,003  6.     148,967 

CANCELLATION 

32.  Cancellation.  When  two  series  of  multiplied  factors  are 
to  be  divided,  the  operation  may  be  shortened  by  the  process  of 
oaBcellation. 
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Take,  for  example,  the  following : 

6X8X12X18X24 


=  ? 


2X3X2X4X6 
To  cancel,  select  any  two  numbers,  one  above  and  one  below 
the  line,  and  find  some  number  that  will  divide  each  of  them  without 
a  remainder.  For  instance,  2  will  be  contained  an  exact  number  of 
times  in  both  6  and  2.  Then  divide,  crossing  out  both  numbers,  and 
place  the  results  directly  over  and  below  those  crossed  out.  Proceed 
in  this  manner  until  there  is  no  longer  a  number  below  the  line  which 
can  be  cancelled  with  one  above  the  line.  Then  multiply  together 
all  the  numbers  above  the  line  and  use  this  as  a  dividend;  and 
multiply  together  those  below  the  line,  and  use  as  a  divisor. 

3      4        4         3       6 

f  x^  xi^xn  x^^ 


^  X|!  X  2    X  i    X 
1111 


=  864  Ans. 


In  an  example  where  the  product  above  the  line,  after  can- 
celling, is  less  than  the  product  below  the  line,  we  allow  the  result 
to  stand  as  obtained,  thus : 

1111 
;^  X^  X^  X^       1 

_  _  ~  ~  —  ~~~  irVnS. 

^^X^X^X2        8 
2^2 
1 

Rules.  Caned  the  common  fadors  from  both  dividend  and 
divisor. 

Next  dmide  the  produd,  of  the  remai/nmg  f  odors  of  the  dimdend 
by  the  jyroduct  of  the  remaining  fadors  of  the  dimaor. 

It  is  seen,  therefore,  that  ocmoeUaiion  is  mer^y  a  combination 
of  f  adoring  and  dimsion. 

PROBLEMS  FOR  PRACTICE 

Divide 

1.  2  X    3  X    8  X12  X24by6  X4  X36  X4  Ans.    4 

2.  18  X  24  X  32  X  36  by  9  X  48  X  4  X  18.  Ans.  16 

3.  15  X  20  X  25  X  27  by  10  X  15  X  18  X  25  Ans.    3 
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4.  40  X  48  X  54  X  60  by  30  X  24  X  72  X  3  Ans.  40 

5.  12  X  60  X  36  X  70  by  28  X  5  X  48  X  6  Ans.  45 

6.  32  X  36  X  33  X  45  by  24  X  30  X  44  X  9  Ans.    6 

FRACTIONS 

33.  A  fraction  is  an  expression  denoting  one  or  more  equal 
parts  of  a  unit,  and  may  be  regarded  as  expressing  unexecuted  divi- 
sion, usually  by  writing  two  numbers  one  above  the  other  with  a  line 
between  them.     The  line  means  divided  by. 

The  number  below  the  line  shows  into  how  many  equal  parts 
the  unit  is  divided  and  is  called  the  denominator. 

The  number  above  the  line  shows  how  many  of  these  equal 
parts  are  taken,  and  is  called  the  numerator.     Thus,  in  the  fraction 

-— ,  the  12  shows  that  the  unit  has  been  divided  into  12  parts,  and  the 

1  shows  that  one  of  the  12  parts  is  taken. 

The  terms  of  a  fraction  are  its  numerator  and  denominator. 

A  fractional  unit  is  one  of  the  equal  parts  into  which  the  unit  in 
question  is  divided. 

Any  whole  number  may  be  expressed  as  a  fraction  by  writing 

4 
1  for  the  denominator.    Thus,  4  may  be  written  —-  and  read  four 

ones,  etc. 

The  value  of   a  fraction  is  the  quotient  obtained  by  dividing 

the  numerator  by  the  denominator,  or  from  the  expression  of  this 

.4 
division.    Thus,  in  —  ,  the  quotient  of  4  -i-  2  is  2,  and  the  value 

of  the  fraction  can  be  expressed  as  2;  but  the  quotient  of  3  -;-  4 

3 
not  being  a  whole  number,  is  completely  expressed  by  the  value  -— . 

If  the  numerator  and  denominator  are  equal,  the  value  of  the 
fraction  is  1,  because  any  quantity  is  contained  in  itself  once. 

If  the  numerator  is  greater  than  the  denominator,  the  value 
of  the  fraction  is  greater  than  1;  if  the  numerator  is  less  than  the 
denominator,  the  value  is  less  than  1. 

A  fraction,  strictly  speaking,  is  less  than  a  unit;  hence,  if  the 
numerator  is  equal  to  or  greater  than  the  denominator,  the  fraction 
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expresses  a  unit  or  more  than  a  unit.  This  is  used  as  a  basis  for  the 
classification   of   fractions   as   follows: 

A  proper  fraction  is  one  whose  numerator  is  less  than  its  denom- 
inator, as  f ,  f . 

An  improper  fraction  is  one  whose  numerator  is  equal  to  or 
greater  than  its  denominator.  Hence  the  value  of  every  improper 
fraction  must  be  1  or  more  than  1,  and  that  of  every  proper  fraction 
less  than  1. 

A  mixed  number  consists  of  a  whole  number  and  a  fraction  united; 
as  03,  oj^. 

34.  Fractions,  as  has  been  said,  indicate  division,  and  changes 
in  either  term  affect  the  value  or  form  of  the  fraction.  They  may  be 
reduced,  added,  subtracted,  multiplied,  and  divided.  For  example, 
in  the  fraction  f ,  if  the  numerator  is  divided  by  2  the  value  of  the 
fraction  is  divided  and  the  fraction  ^  is  obtained;  or  if  the  denominator 
is  multiplied  the  value  is  divided  also,  thus: 

2  _    2         1 

3  X2~  "e""  T 

Also  in  multiplying  the  numerator  of  a  fraction  its   value  is 

3X263 
multiplied;  thus,  — -        =  —  =  — ;  or,  if  the  denominator,  is  divided 
o  8        4 

3  3 

the  same  result  is  reached,  thus :  —         =  — 

8-r-2        4 

Rules. 

Multiplying  the  numerator,  or     )     multiplies  the  value 
dividing  the  denominator  )      of  the  fraction. 

Dividing  the  numerator,  or  )     divides  the  value 

multiplying  the  denominator         )      of  the  fraction. 

Multiplying  or  dividing  both  1  ,  ,  , 

,  ,  ,  .     ,     ,  does  not  change  the 

numerator  and  denominator  by  >         .        .  ,     ,       . 

^i  ,  ^  \  value  of  the  fraction, 

the  sarne  number  J  j        j 

A  condensed  statement  of  the  foregoing  may  be  given  as  follows : 
A  change  in  the  numerator  produces  a  like  change  in  the  value 

of  the  fraction,   but  a  change  in   the    denominator  produces   an 

opposite  change  in  the  value  of  the  fraction. 
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REDUCTION  OF  FRACTIONS 

35.    To  reduce  a  fraction  is  to  change  its  form  but  not  its  value. 
To  reduce  a  fraction  to  higher  terms,  multiply  both  terms  of  the 
fraction  by  the  same  number.     Thus: 

2^       2, 4 

3    '^   2    ~    6 
It  is  readily  seen  that  the  form  of  the  fraction  is  changed  but 
not  the  value. 

PROBLEMS  FOR  PRACTICE 

1.  Reduce  to  sixteenths:—-,—-, — . 

2     8     4 

14     7     2 

2.  Reduce  to  twentieths :  — ,  — ,  — ,  — . 

4     5    10    5 

3.  Reduce  to  thirty-seconds :  — ,  — ,  — ,  — •,  -— . 

^  4     2     8    16    8 

4.  Reduce  to  one-hundredths : — ,  — ,  — ,  — ,  — ,  — ■■ 

2     4    10  20  25   50 

To  reduce  a  fraction  to  lower  terms,  divide  both  numerator  and 
denominator  by  the  same  number.     Thus : 

T  "  2    ^    3 

In  this  case  also  we  have  not  changed  the  value,  since  dividing 
both  terms  of  the  fraction  by  the  same  number  is  equivalent  to  divid- 
ing the  fraction  by  unity,  and  does  not  change  the  value. 

A  fraction  is  reduced  to  its  lowest  terms  when  its  numerator 
and  denominator  have  no  common  factor  otlier  than  1;  thus,  y,  f, 
t4,  It  8.re  reduced  to  their  lowest  terms. 

PROBLEMS  FOR  PRACTICE 

Reduce  to  lowest  terms: 

j^l015J6^  g        6    12   78    15 

24 '  32 '  25 '  200  *       16 '  32 '  96'  300 

1 00    ^  10    124  4       i??  ^    ^  JL 

'     640'  100' 30' 160  *       320' 80' 512' 363 
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To  reduce  a  mixed  number  to  an  improper  fraction,  multiply 
the  whole  number  by  the  denominator  of  the  fraction,  add  the  product 
to  the  numerator,  and  place  the  sum  over  the  denominator.     Thus: 

7I  =  (7  X  8)  +  3  ^  59 
'8  8  8* 

To  reduce  an  improper  fraction  to  a  mixed  number,  divide  the 
numerator  by  the  denominator,  write  the  quotient  as  the  integer  of 
the  mixed  number,  and  place  the  remainder  over  the  denominator 
of  the  improper  fraction  as  the  fraction  of  the  mixed  number. 

47 
For  example,  change  -—  to  a  mixed  number. 

6)47 


PROBLEMS  FOR  PRACTICE 

1.  Reduce  to  integers  or  mixed  numbers: 

25    63    84    172    916    885    5280 
15'   7  '  13'    63  '    56  '    55  '     32   ' 

2.  Reduce  to  improper  fractions: 

33-i-,  166|-,  72-5-,  ggli,  320':i,  169-?-. 

GREATEST  COMMON  DIVISOR 

36.     A  divisor  of  a  number  is  one  of  its  factors. 

A  common  divisor  of  two  or  more  numbers  is  a  number  which 
is  a  factor  of  each,  that  is,  a  number  which  is  contained  in  each  of  the 
given  numbers  an  exact  number  of  times. 

The  greatest  common  divisor  (G.  C.  D.)  of  two  or  more  numbers 
is  the  greatest  number  that  is  contained  in  each  of  the  given  numbers 
without  a  remainder,  and  is  therefore  the  product  of  all  their  common 
prime  factors. 

To  find  the  G.  C.  D.,  separate  the  numbers  into  their  prime 
factors  and  find  the  product  of  those  factors  which  are  common. 
For  example,  find  the  G.  C.  D.  of  72,  36,  and  48. 

SOLUTTON    O. 

72  =  2X2X2X3X3 

36  =  2X2X3X3 

48  =  2X2X2X2X3 

2X2X3  =  12G.C.D. 
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It  will  be  noticed  that  2  is  a  common  factor  only  twice  in  all  of 

the  numbers  chosen  and  therefore  it  may  be  taken  only  twice  as  a 

factor  of  the  G.  C.  D.      Similarly,  3  is  a  factor  but  once  in  48,  and 

hence  it  eannot  be  used  more  than  once  as  a  factor  in  the  G.  C.  D.   As 

2  and  3  are  the  only  prime  factors  appearing,  multiply  them  together; 

2  X  2  X  3  =  12,  the  G.  C.  D.  of  72,  36,  and  48. 

Solution   b. 

2)72;  36;  48 

6)36;  18;  24 
6;    3;    4 

2  X  6  =  12  G.  C.  D. 
This  method,  it  will  be  noticed,  is  a  series  of  short  divisions  by 
factors  common  to  the  numbers,  continuing  until  two  of  the  remain- 
ders become  prime  to  each  other.    The  product  of  the  divisors  gives 
the  G.  C.  D. 

Since  decimal  fractions  have  come  into  common  use,  the  value  of 
the  process  of  G.  C.  D.  has  been  gready  decreased.  As  a  rule, 
when  used  at  all,  the  process  deals  with  simple  fractions  whose  G.  C. 
D.  can  be  found  by  inspection. 

PROBLEMS  FOR  PRACTICE 

Find  the  G.  C.  D. 

1.  198;  297 

2.  222;  564 

3.  986;  924;  751,224 

4.  465;  210;  9,345 

5.  529;  782;  1,127 

1.  The  Union  Pacific  R.  R.  Co.  have  15,750  acres  of  land  in 
one  place  and  21,725  acres  in  another.  They  wish  to  divide  the 
whole  into  lots  of  equal  extent,  containing  the  greatest  number  of 
acres  that  will  allow  of  an  exact  division.  How  many  acres  will 
there  be  in  each  division?  Ans.    25  acres. 

2.  How  many  boards  will  it  take  to  build  a  fence  around  a  piece 
of  ground  208  feet  long  and  143  feet  wide,  ^e  fence  to  be  5  boards 
high,  and  the  boards  to  be  of  the  longest  possible  equal  length. 

Ans.     270  boards. 

3.  What  is  the  length  of  the  longest  curbstones  that  will  ex- 
actly fit  4  strips  of  sidewalk  of  the  following  lengths,  280  feet,  294 
feet,  567  feet,  and  651  feet?  Ans.  7  feet. 


Ans. 

99 

Ans. 

6 

Ans. 

2 

Ans. 

15 

Ans. 

23 

2(58 
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LEAST  COMMON  MULTIPLE 

37.  A  midtiple  of  a  number  is  any  number  of  which  ihe  given 
number  is  a  factor.  TTius,  6  is  a  multiple  of  3,  and  21  is  a  multiple 
of  7. 

A  common  rmdti'ple  of  two  ot  more  numbers  is  a  number  of  which 
each  of  the  given  numbers  is  a  factor. 

The  least  common  midtiple  (L.  C.  M.)  is  {he  least  number  which 
contains  each  of  two  or  more  numbers  as  factors.  Thus,  56  is  the 
least  common  multiple  of  7  and  8:  and  24  is  the  least  conunon  mul- 
tiple of  6,  8,  and  12.  It  follows,  therefore,  that  the  least  common 
multiple  must  contain  each  of  the  prime  factors  the  greatest  number 
of  times  it  is  found  in  any  one  of  the  given  numbers. 

Therefore,  to  find  the  L.  C.  M.,  separate  the  numbers  into  their 
prime  factors,  and  take  each  of  these  the  greatest  number  of  times 
it  appears  in  any  one  of  the  given  numbers. 

Example.    Find  the  L.  C.  M.  of  3,  4,  9,  12,  and  16. 


Solution  a. 

3  = 

3 

4  = 

2 

X 

2 

9  = 

3 

X 

3 

12  = 

3 

X 

2 

X 

2 

16  = 

2 

X 

2 

X 

2 

X 

2 

2  X  2  X  2  X  2  X  3  X  3  =  144  L.    C.    M. 

Here  it  is  found  that  2  appears  the  greatest  number  of  times  in  16 ; 
therefore  take  four  2's  for  factors  of  the  L.  C.  M.  3  appears  the 
greatest  number  of  times  in  9;  therefore  take  the  two  3*s  in  9 
for  factors  of  the  L.  C.  M.  2  and  3  are  the  only  prime  factors  appear- 
ing, and  so  now  multiply  the  four  2's  and  the  two  3's,  and  obtain 
as  a  result  144.  Therefore  144  is  the  least  common  multiple  of  3, 
4,  9,  12,  and  16. 

Solution  b. 


2)3; 

4; 

9; 

12; 

16 

2)3; 

2; 

9; 

6; 

8 

3)3; 

1; 

9; 

3; 

4 

1;  1;  3;     1;    4 
Therefore,  L.  C.  M.  =  2  X  2  X  3  X  3  X  4  =  144. 

Note.     The  ones  may  be  disregarded  as  multiplying  by  them  produces 
no  change. 
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In  this  method  it  will  be  noticed  that  any  number  which  is  not 
divisible  by  the  factor  used  is  brought  down  without  change  and  that 
the  operation  is  finished  when  the  remainders  have  no  common 

I3)CtOI* 

PROBLBMS  FOR  PRACTICB 

Find  the  L.  C.  M.  of 


1. 

8; 

9; 

72 

2. 

24; 

56; 

96 

3. 

30; 

42; 

102 

4. 

33; 

99; 

21 

5. 

140; 

226; 

380 

Ans. 

72 

Ans. 

672 

Ans. 

3,570 

Ans. 

693 

Ans. 

300,580 

LEAST  COMMON  DENOMINATOR 

38.  The  least  common  denominator  (L.  C.  D.)  of  several  frac- 
tions is  the  least  common  multiple  of  their  denominators,  that  is, 
the  smallest  number  that  can  be  divided  by  each  without  a  remainder. 

To  reduce  fractions  to  their  least  common  denominator,  first  reduce 
the  fractions  to  their  lowest  terms  and  find  the  L.  C.  M.  of  their 
denominators.  Then  multiply  each  numerator  by  the  quotient  ob- 
tained from  dividing  the  least  common  multiple  by  the  given  denom- 
inator. This  operation,  it  is  readily  seen,  is  merely  reducing  the 
fractions  to  higher  terms. 

3      5  5 

For  example,   reduce    -— ,  -— -,  and  —  to  equivalent  fractions 

with  a  least  common  denominator.  These  fractions  are  already 
reduced  to  their  lowest  terms  and  the  L.  C.  M.  of  their  denominators 
is  112.     Applying  the  rule  the  following  is  obtained: 

4  ~  112*    7    ^  112'  ^"     16  ~  112 
Fractions  may  be  added  or  subtracted,  only  when  they  have  a 
common  denominator.     In  multiplication  or  division  of  fractions, 
however,  it  is  not  necessary  to  find  the  L.  C.  D.,  the  operations  being 
performed  with  the  fractions  as  they  stand. 

ADDITION  OF  FRACTIONS 

39.  Ordinarily  the  fractions  to  be  added  in  any  problem  will 
not  have  a  common  denominator.  This  means  that  the  fractions  do 
not  express  things  pf  the  same  unit  value,  and  therefore  cannot  be 
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added  until  they  have  been  reduced  to  higher   terms  of  the  same 
denomination. 

Suppose  it  is  desired  to  add  the  fractions  ^  and  ^.  The  process 
may  be  graphically  represented  by  three  one-foot  rules  as  shown  in 
Fig.  1.  The  fractions  ^  and  ^  are  represented  by  the  cross-lined 
sections  of  rules  No.  1  and  2  which  include  respectively  3  inches  or 
^j  foot;  and  4  inches  or  y^  foot.     By  using  the  new  values  of  these 


Fig.  1.     Graphical  Representation  of  Addition  of  Fractions. 


fractions,  the  addition  may  now  be  accomplished  without  diflSculty, 
3    .    4\        7 


making  (t^+To)  =  t^  ^^  shown  by  rule  No.  3.     It  is  evident, 


12 


A      _Z_      il 

8    "^  12  "*"  24  "^ 


therefore,  that  we  must  first  find  the  least  common  denominator  of 
the  fractions;  then  multiply  both  numerator  and  denominator  of  each 
fraction  by  the  number  of  times  the  common  denominator  contains 
the  respective  denominators. 

Now  consider  an  example  in  which  there  are  more  than  two 
fractions,  thus, 

^- 

It  can  be  seen  by  inspection  or  by  the  process  already  given,  that 

24  is  the  L.  C.  D.  of  the  several  fractions.     Reducing  the  several 

fractions  to  this  common  denominator,  we  obtain 

5        15.    7        14.   11      .„    ^      ,  -..3        18 

T  =  24'  12  =  24 '  24  ""'"  '^^"^  ^'  ^""'"'  T  =  24 

.58 
The  sum  of  the  several  numerators  is-— ,  which  is  an  improper 

fraction.    We  have  already  learned  that  this  may  be  changed  to  a 

mixed  number. 


rp,         58        .10 
Thus,-=2_ 


2± 
12 
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40.  To  add  mixed  numbers,  add  the  fractional  parts  according 
to  the  method  just  given,  and  if  the  result  of  this  addition  is  an  im- 
proper fraction,  change  it  to  a  mixed  number  and  add  the  integer  in 
this  mixed  number  to  the  sum  of  the  integers  of  the  original  mixed 
numbers. 


Example. 

Add  20  I  , 

'4'  4 

Solution. 

-I 

=  < 

< 

=  -i 

4 

=  4 

*?!  7  7 

40^  =  40  4-  l^^fr  =  41-^ 
24  24  24 

Rules  for  Addition  of  Fractions. 

When  the  fractions  have  a  common  denominator,  add  the  numera- 
tors, and  'plane  their  sum  over  the  common  denominator. 

When  the  fractions  have  no  common  denominator,  reduce  them 
to  their  lowest  terms;  then  change  them  to  equivalent  fractions  having  a 
least  common  denominator,  and  add  them. 

To  add  mixed  numbers,  find  the  sum  of  the  fractions  and  whole 
numbers  separately,  and  add  the  results.  Mixed  numbers  may,  if 
small,  be  added  by  first  reducing  them  to  improper  fractions  and  then 
proceeding  as  above. 

PROBLEMS  FOR  PRACTICB 
Find  the  sum  of 

1.  |,xV,andH  Ans.     If 

2.  A,  2\,  and  ^ 

3.  A.  t'j»  and  tV 

4.  6i2|,  and4TV 

5.  12|,  8f ,  and  2^^ 

6.  Five  boxes  of  express  weigh  22tV»  49^,  16^,  55f ,  and  35f 
pounds  respectively.     What  is  their  total  weight? 
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Ans. 

1   SI 

Ans. 

ItV 

Ans. 

13tVV 

Ans. 

23^ 
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41.    Short  Methods. 

When  the  numerators  of  two  fractions  are  both  unity,  their  sum 
is  equal  to  the  sum  of  the  denominators  divided  by  their  product. 

1         1        13 
Thus,  -—  -}--—=  — ,  the  common  denominator  being  40. 

When  the  jiumerators  of  two  fractions  are  alike,  their  sum  is  equal  to 
the  sum  of  the  denominators  times  either  numerator,  divided  by  the 
product  of  the  denominators. 

4         4       64 
Thus,  -—  +  —-  =  -— ,  the  numerator  being  (7  +  9)  X  4  ==>  64. 
7         9       63 

The  fractions  most  common  in  business  are  small  and  with 
practice  these  may  be  added  as  readily  as  whole  numbers. 

PROBLEMS   FOR    PRACTICE 


ind  the  sum  of 

1-     hh 

6. 

2      2 
3>    T 

11. 

hhi 

2.     il 

7. 

3      S 

12. 

h  h  I  i 

3.    i,i 

8. 

S      2 
^>    If 

13. 

1      JL     3       4 

3>   6>  T»   To 

A         1        1 

9. 

e     5 

«»    8 

14. 

3>   ¥>    Tir>    2 

5.    h\ 

10. 

s     s 

Tf    T2 

15. 

f >    3.  h   T¥ 

SUBTRACTION   OF  FRACTIONS 

42.  As  fractions  can  be  added  only  when  they  have  a  common 
denominator,  so  they  can  be  subtracted  only  when  they  have  a 
common  denominator,  and  when  they  express  quantities  of  like  units  • 

Example.    I"  ^  =  ? 

Solution. 

These  fractions,  when  reduced  to  the  least  common  denominator,  become 

OC  1 A  Q  *? 

—    and  —  [;   their  differences  is  therefore   — ,    or    -—    Ans. 
30  30^  30  10 

To  subtract  mixed  numbers,  subtract  the  fractional  and  integral 
parts  separately,  and  add  the  results. 

7  ^ 
Example.  7—  -  2-^  =  ? 

8  4 

SotUTION  . 

7- 2  =  0;-^^-=---  =  -^;  5 -f  -.5-^  Ans. 
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//  the  fraction  of  the  minuend  is  less  than  the  fraction  of  the 
ubtrahend,  one  unit  must  be  taken  from  the  integer  of  the  minuend 
to  increase  the  value  of  the  fraction. 

Example.      29-^  -  13-|- =  ^ 
lb  o 

Solution  . 

16  16       16  16 

Now  proceed  as  before. 

28-13  =  15;  i|-f^  =  il5+l--15l^s. 

When  the  numerators  oj  any  two  fractions  are  alike,  the  sub- 
tractions may  be  made  as  follows : 

11  4  4 

Examples.     1.    From  -— -  take  -— -      2.     From  — -  take  — - 
6  9  5  9 

Solution.  1.     9  —  6=  3,  the  new  numerator.      9  X  6  =  54,   the  new 

denominator.     The  result  is  ^.      2.     9  —  5  X  4  =  16,  the  new  numerator. 

9X5=  45,  the  new  denominator.     ^  is  the  required  result. 

PROBLEMS  FOR  PRACTICE 

Find  the  value  of 

1.     ^  -  —  5.     5—  -  Sttt  9.       -ir  -  Y 

_?. 

7 

4 
3.     r^  -  ^  7.     23-7r  -  12^         11.     -^ g- 

7_ 
9 

13.  A  box  and  its  contents  weighed  75f  pounds.  The  box 
alone  weighed  3xV  pounds.     What  was  the  weight  of  its  contents? 

14.  A  lot  of  paper  contained  8^^  reams.  If  3^  were  taken  from 
it  how  many  sheets  remained?    Assume  500  sheets  per  ream. 

Ans.   2,350  sheets. 

MULTIPLICATION  OF  FRACTIONS 

43.  Since  any  whole  or  mixed  number  may  be  expressed  in  the 
form  of  a  fraction,  multiply  the  numerators  for  a  new  numerator  and 
the  denominators  for  a  new  denominator,  cancelling  out  common 
factors  where  possible. 
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12 

16 

5 

8 

5. 

^8         ^^16 

9. 

1 

5 

5 

7 

3 
5 

6. 

42-7-1- 

10. 

2 
5 

5 
16 

3 

24 

7. 

4-4 

11. 

4 
7 

19 
35 

8 

45 

8. 

56  2        20  ^ 

12. 

7 
8 
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% 


5         4 
Example.     Multiply  "o"  by  -z: 


SOLTTTION  a. 

5         4        20         5 
8^7        56       14 

Solution  b. 

Shorten  by  cancellation 

5  ^    ^         5 
^   ^    7   "  14 

2 

To  multiply  a  fraction  by  a  whole  number,  the  process  is  essentially 
the  same. 

Solution  a.     Multiplying  the  numerator 

AX4-    28_   7  _3l 

Solution  b.     Dividing  the  denominator. 

2 

To  find  the  product  of  mixed  numbers,  change  them  to  improper 

fractions  and  multiply. 

2  1 

Example.    Multiply   2— -by 5—. 

Solution.     Write  these  as  improper  fractions,  and  multiply 
4        3 

1        1 

To  multiply  a  mixed  number  by  a  whole  number,  multiply  the 
fraction  and  the  whole  number  separately  and  add  the  products;  or 
reduce  the  mixed  number  to  an  improper  fraction  and  multiply. 

Example.    Multiply  16-|-  by  12. 

o 


Solution. 


7  M  1 

12  X  16  =  192;  12  X  4"  =  "^  =  l^"^ 

o  o  ^   ; 

192  +  10-4-  =  2024- 
2  2 
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PROBLEMS  FOR  PRACTICB 

Find  the  product  of 

1.       1  and    4     Ans.     ^^       5.     12f  and  11|^ 

Ans.     147^ 

2.       f  and  ff    Ans.     ||        6.     11^  and    8f 

Ans.     99i| 

3.     ^4  and  if    Ans.     fH      7.     12f  and    7 

Ans.       88^ 

4.     7i  and  8f    Ans.     60j\    8.     llf  and    8 

Ans.       94« 

9.     There  are  16^  feet  in  a  rod.     How  many  feet  are  there  in 

^  of  a  rod? 

Ans.  14t'V  ft. 

10.  What  will  142  yards  of  curbing  cost  at  $6f  per  yard? 

Ans.  $940| 

11.  What  will  17|  tons  of  coal  cost  at  $4yV  per  ton? 

Ans.  $82^ 

44,     Short  Method .     To  multiply  large  mixed  numbers. 

Example.     Multiply  138}  by  65§. 

138} 

Solution.  Multiply  the  fractions  together,  ob 
taining  -^^  =  ^.  Then  multiply  the  whole  number  of 
the  multiplicand  by  the  fraction  of  the  multiplier,  ob 
taining  92.  Multiply  the  fraction  of  the  multiplicand 
by  the  whole  number  of  the  multiplier,  obtaining  16|. 
Multiply  the  whole  numbera  together  and  add  the  par-  690 
tial  products.     The  final  result  is  9078^. 

9078  A 

To  multiply  a  number  ending  in  ^  or  5  by  itself. 

Multiply  the  ^  or  5  by  itself  and  add  to  the  product  obtained 
by  multiplying  the  remaining  figures  by  the  same  plus  one. 

Examples.    1.     Multiply  12^  by  12^. 

12i 
Solution,     i   X   i  =  i      12  x   (12  +    1)  =  166  12^ 

Result  156  +   i  =  166J.  "TcaT 

66 

66 

4226 


.    65f 

1    ^ 
7  = 

f  xi 

■    92    = 

f  X  138 

16i  = 

65  X  i 

■  690/ 

828    T 

65  X  138 

2.     Multiply  65  by  65. 

8»MmoN.     5    X  5  =  25,     6  X   (6  +    1)  =  42 

Result  4226.  ^ 
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To  multiply  any  two  numbers  ending  in  h. 

Multiply  the  two  whole  numbers  together  and  add  to  the  result 
\  the  sum  of  the  two  whole  numbers  plus  the  product  of  ^  by  |. 
Example.     Multiply  15§  by  6^ 
Solution. 

6  X   15  =  90.    ^  of  (15  +  6)  =  10^ 
90  +  10|  4-  i  =   lOOf 

PROBLEMS  FOR  PRACTICE 

Multiply 

1.  2551  by  22^      7.  2^  by  2^  13.  4^  by  9^ 

2.  678|  by  35^      8.  5*  by  5-|  14.  12^  by  16§ 

3.  333^  by  47|      9.  9|  by  ^  15.  23^  by  3^ 

4.  465^^  by  25|  10.  85  by  85  16.  6|  by  U 

5.  604|  by  12/^5  11.  125  by  125  17.  17|  by  2^ 

6.  850|  by  161  12.  215  by  215  18.  15^  by  3^ 

DIVISION  OF  FRACTIONS 

45.  To  divide  a  fraction  by  a  whole  number,  either  divide  the 
numerator  or  multiply  the  denominator  of  the  fraction. 

9 
Example.     Divide  -—by  3. 

Solution  a.     Dividing  the  numerator 

10   '  10 

Solution  h.     Multiplying  the  denominator- 

A-      3     =    A=:     A 

10  ■  30        10 

To  divide  a  mixed  number  by  a  whole  number,  divide  the  integer 
and  the  fraction  of  the  mixed  number  separately  and  add  the  quo- 
tients; or,  reduce  the  mixed  number  to  an  improper  fraction  and 
divide  as  before. 

Example.    Divide  28|  by  7. 
Solution. 

28-7  =  4;|-^7  =  i 
4  +  i  =  41 
To  divide  a  fraction  by  a  fraction,  divide  numerator  by  numera- 
tor and  denominator  by  denominator;  or  reverse  the  second  fraction 
and  multiply. 
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Example. 

Divide 

Uhyh 

Solution  a. 

27-5-3 
44  -r  4 

9 
~  11 

Solution  b. 

27  X  4 

108 

9 

44  X  3 

132 

"ll 

It  is  seen  from  the  results  of  solution  b  that  a  fractional  divisor 
can  be  made  a  multiplier  by  inverting  it.  If  the  divisor  is  an  integer, 
it  may  be  put  in  fractional  form  by  dividing  by  unity  before  inversion. 

The  two  fractions  |-  and  |  are  said  to  be  reciprocals  of  one  an- 
other. Hence  the  rule  may  be  stated  thus :  To  divide  a  fraction  or 
an  integer  by  a  fraction,  multiply  the  dividend  by  the  reciprocal  of  the 
divisor. 

In  problems  of  this  kind  cancellation  should  be  used  wherever 
possible. 

PROBLEMS  FOR  PRACTICE 


•ivide 
1. 

|by4 

Ans. 

IH 

6. 

U  byS 

Ans. 

^VlF 

2. 

Ibyi 

Ans. 

^ 

7. 

52|  by  3 

Ans. 

17t 

3. 

Ts  by  j\ 

Ans. 

6 

8. 

21|by| 

Ans, 

12|i 

4. 

UhjY^ 

Ans. 

2| 

9. 

17^  by  2f 

Ans. 

6! 

5. 

7|by4i 

Ans. 

Iff 

10. 

Hbyf 

Ans. 

1t\ 

11.  How  many  times  may  a  2^  gallon  measure  be  filled  from 
a  barrel  holding  31 1  gallons?  Ans.  12f  times. 

12.  I  divided  3|  acres  of  land  into  building  lots  of  i\  of  an 
acre  each.     How  many  lots  did  I  obtain?  Ans.  12  lots. 

DECIMALS 

46.  Decimal  Fractions.  Decimal  fractions  derive  their  name 
from  the  Latin  word  decern,  meaning  10,  and  are  so  called  because 
their  denominators  are  always  ten  or  multiples  of  ten;  thus: 

29      678         J        492 
and 


100    1,000  1,000,000 

A  simple  and  convenient  notation  has  been  devised,  similar  to 

that  of  whole  numbers  which  consists  in  writing  the  numerator  of 

the  fraction  only  and  placing  a  point  (.),  so  that  the  number  of  fig- 
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ures  on  the  right  of  it  shall  be  equal  to  the  number  of  ciphers  in  the  de- 
nominator.    Such  a  number  is  called  a  decimal. 

The  decimal  fractions  given  above,  when  expres,sed  in  this  way, 
are  .29,  .678,  and  .000492. 

The  point  {.)  is  called  the  decimal  point,  and  its  office  is  to  sepa- 
rate the  decimal  from  the  whole  number. 

A  pure  decimal  has  only  decimal  places,  as  .03678. 

A  mixed  decimal  consists  of  a  whole  number  and  a  decimal,  as 
364.23. 

A  little  consideration  of  the  decimal  system  will  show  that  it  is 
merely  an  extension  of  the  ordinary  number  system  to  the  right  of 
units  place,  with  a  decimal  point  to  indicate  the  boundary  line. 

This  is  clearly  shown  in  Table  IV. 

TABLE  IV 


m 


-O 


-1  ^ 

6,439      .      365,798,23 


If  it  is  remembered  that  100  is  made  up  of  ten  equal  parts,  each 
of  which  is  10,  and  that  10  is  made  up  of  ten  equal  parts,  each  of 
which  is  1,  it  is  clear  that  we  may  consider  1  to  be  made  up  of  ten 
equal  parts,  each  of  which  is  .1,  and  .1  to  be  made  up  of  ten  equal 
parts,  each  of  which  is  .01,  and  .01  to  be  made  up  of  ten  equal  parts, 
each  of  which  is  .001,  and  so  on.  These  decimal  fractions  are  read 
1  terdh,  1  hundredth,  and  1  thousandth. 

In  reading  decimals  use  the  names  just  given  to  represent  the 
places,  omitting  the  word  and  except  at  the  decimal  point.  The 
following  examples  give  the  proper  reading  and  the  corresponding 
decimals : 
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(1)  Three  tenths 0.3 

(2)  Twenty-six  hundredths 0.26 

(3)  Four  hundred  six  thousandths 0.406 

(4)  Six  thousand  one  ten-thousandths 0.6001 

(5)  Six  and  one  ten-thousandth 6.0001 

The  U.  S.  money  system  is  a  decimal  system.  For  instance, 
take  the  sum  $13.74.  This  may  be  considered  to  be  made  up  of  1 
ten  dollar  bill  (tens  place),  3  one  dollar  bills  (units  place,  dollars  being 
considered  units),  7  dimes  or  tenths  of  a  dollar  (tenths  place),  and  4 
cents  or  hundredths  of  a  dollar  (hundredths  place).  This  is  read 
thirteen  dollars  and  seventy-four  cents,  meaning  thirteen  and  seventy- 
four  hundredths  dollars. 

PROBLEMS  FOR  PRACTICE 

Read 

1.  .012  3.     120.35  5.    $16.32  7.      5000.01 

2.  .0563  4.    4.025  6.    $576.28        8.     65398.32 
Write  decimally: 

1.  Five  hundredths;  five  thousandths;  five  millionths. 

2.  Seven  hundred  fifty  thousandths;  seven  hundred  and  fifty 
thousandths. 

3.  Six  hundred  twenty-three  and  twenty-three  thousandths. 

4.  Seventy  thousand  eighteen  and  six  thousandths. 

ADDITION  OF  DECIMALS 

47.  In  addition  of  decimals,  place  the  numbers  so  that  the 
decimal  points  will  be  directly  under  each  other  and  add  the  figures 
as  in  addition  of  whole  numbers,  beginning  at  the  extreme  right. 
Then  place  a  decimal  point  in  the  sum,  directly  under  the  column  of 
decimal  points. 

Example.    Add  1.75,  62.625,  and  3.937. 

Solution. 

1.75 

62.625 
3.937 
68.312 
The  greatest  care  must  be  exercised  in  using  decimals.    A 
decimal  point  is  more  important  than  any  significant  figure  because 
a  misplaced  decimal  increases  the  error  ten  times. 
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PROBLEMS  FOR  PRACTICE 

Find  the  value  of 

1.  .648  +  .016  +  .621  +  .108  +  .1881 

2.  9,843.218  +  716.082  +  .335 

3.  .847  +  .923 

4.  438.587  +  1,229.6827 

5.  114.00076  +  .203 

Continue  the  practice  by  setting  down  columns  of  figures,  taken 
at  random  or  from  an  account  book.  Add  these  by  groups  as  already 
described,  and  check. 

SUBTRACTION  OF  DECIMALS 

48.  In  subtraction  of  decimals  the  process  is  exactly  the  same 
as  in  the  case  of  whole  numbers.  Place  the  subtrahend  under  the 
minuend  with  the  decimal  points  in  the  same  vertical  column  and 
subtract.  In  the  remainder  place  the  decimal  point  directly  under 
the  other  decimal  points. 

Examples.    1.    From  5.170  subtract  .000001. 

Solution.  Write  the  subtrahend  under  the  minuend,  an-  5.170000 
nexing  ciphers  to  the  minuend  in  order  to  make  the  number  of  .000001 
decimal  places  the  same.  £  lAqqqq 

2.    From  128  subtract  96.0307. 

Solution.     Since  in  any  whole  number  a  decimal  point  is  ^£8  0000 

always  understood  to  be  directly  after   the  last  figure,  in  this  ,,  _  nrtnT 
example  place  the  point  after  the  8,  annex  the  required  number 

of  ciphers,  and  subtract  as  before.  31.9693 

PROBLEMS  FOR  PRACTICE 

1.  From  25.38  take  14.05 

2.  From  78.895  take  53.5987 

3.  From  21.12  take  12.31 

4.  From  4.65  take  2.3375 

5.  I  had  $1120.76  on  deposit  at  my  bank.  After  my  check  for 
$967.25  had  been  cashed  what  was  the  balance  to  my  credit? 

6.  A  man  had  a  bank  balance  of  $960.65.  He  paid  $750.25 
for  a  bill  of  goods,  $7.50  for  freight,  and  $5.25  for  cartage.  How 
much  money  had  he  left  in  the  bank? 

7.  I  bought  a  house  and  lot  for  $7,550.  The  lot  was  valued 
at  $2,500  and  I  obtained  a  discount  of  $50  on  the  house  for  cash. 
What  was  the  original  price  of  the  house? 
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8.  A  firm  has  an  account  of  $3,675.26  against  a  customer, 
goods  in  stock  to  the  amount  of  $8,737.21,  and  debts  amounting  to 
$2,467.85.     What  is  the  firm  worth? 

MULTIPLICATION  OF  DECIMALS 

49.  In  multiplying  decimals  proceed  as  with  whole  numbers, 
paying  no  attention  to  the  decimal  point  until  all  the  figures  in  the 
product  are  obtained.  Then  point  off  as  many  places  in  this  product 
as  there  are  places  in  both  multiplicand  and  multiplier,  prefixing 
ciphers  if  necessary. 

Examples.    1.    Multiply  .397  by  41 

Solution.     By  the  short  method  already  given  the  product  •""' 

is  found  to  be  16277.      Since  there  are  3  decimal  places,  all  in  the  41 

multiplicand,  point  off  3  places  in  the  product.  16.277 

2.    Multiply  .027  by  .05 

Solution.     Multiply  27  by  5  as  if  both  were  integers;  then  -0^' 

prefix  ciphers  until  the  product  contains  as  many  decimal  places  as  .05 

the  multiplicand  and  the  multiplier  together.  "OOTSS 

In  order  to  multiply  a  pure  or  a  mixed  decimal  by  10,  100,  1,000, 
etc.,  move  the  decimal  point  as  many  places  to  the  right  as  there  are 
ciphers  in  the  multiplier.     If  there  are  not  figures  enough  for  this, 
annex  ciphers  to  supply  the  deficiency. 
Thus: 

.046  XI  =        .046 

.046  X  10        =        .46 

.046  X  100      =      4.6 

.046  X  1000    =    46. 

.046  X  10000  -  460. 

PROBLEMS  FOR  PRACTICB 

Find  the  product  of 

1.  .876  and  .375  4.   .765  and  .067 

2.  72.2  and  .055  5.      18.46and  1 .007 

3.  3.62  and  .0037  6.   .00076  and   .0015 

7.  What  must  you  pay  for  150  bbl.  of  apples  at  $1.95  per  barrel? 

Ans.  $292.50 

8.  From  30  acres  of  wheat  a  farmer  harvested  29.5  bushels  per 
acre  and  sold  his  crop  at  95^^  per  bushel.     How  much  did  he  receive. 

Ans.  $845.18 
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\     9.     If  a  man's  daily  average  expenses  are"$9.25  per  day,  what 
©an  he  save  in  a  year  from  an  income  of  $3,700  per  year? 

Ans.  $323.75 

10.  A  and  B  are  partners  in  business,  A  receiving  .37  and  B 
.63  of  the  profits.  If  the  profits  for  a  year  are  $7,500,  how  much 
should  A  and  B  each  receive?  Ans.  A  $2,775,  B  $4,725. 

11.  A  merchant  sold  24  bolts  of  cloth,  each  containing  60^  yards 
at  75^  per  yard.    What  were  his  receipts  from  the  sale?     Ans.  $1,089, 

DIVISION  OF  DECIMALS 

50.  In  multiplication  of  decimals,  it  was  found  that  the  product 
must  contain  as  many  decimal  places  as  both  factors.  Hence,  in 
division  of  decimals  the  quotient  must  contain  as  many  decimal 
places  as  those  in  the  dividend  exceed  those  in  the  divisor. 

First  annex  ciphers  if  necessary  to  the  dividend  until  it  contains 
at  least  as  many  decimal  places  as  the  divisor  and  then  proceed  ex- 
actly as  with  whole  numbers.  Finally,  subtract  the  number  of  deci- 
mal places  in  the  divisor  from  the  number  of  decimal  places  in  the 
dividend,  and  point  off  the  resulting  number  of  places  in  the  quotient. 

Examples.     1.     Divide  36.744  by  12. 

Solution.     As  there  are  no  decimal  places  in  the  divisor    1 2^36  744 

and  three  in  the  dividend,  point  off  three  decimal  places  in  the       

quotient.  "^'^^^ 

2.  Divide  .196  by  .004 
Solution.  .004).  196 

3.  Divide  .0027  by  1.35 

.002 

Solution.     Here  it  is  necessary  to  add  a  cipher  to  

.0027  in  order  to  give  it  numerical  places  enough.  Then  1.35). 00270 
dividing  by  1.35  and  pointing  off  (5  —  2)  or  three  270 
decimal  places,  the  proper  result  is  obtained.  
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4.     Divide  283  by  17. 
SoLtTTiON  a.     Remainder  in  fractioBal  form 

17 


17)283 

?Z_ 

113 

102 

11 

Solution  b.     Remainder  in  decimal  form 

16.647 
27)283.000 

113 
102 

110 

102 
80 

120 

119 

1 

Solution  b  is  the  better  one.  Whenever  a  remainder  occurs  in 
division  it  is  preferable  to  carry  the  division  to  three  decimal  places 
and  thus  avoid  the  use  of  fractions. 

To  divide  a  decimal  by  10,  100,  1000,  etc.,  move  the  decimal 
point  as  many  places  to  the  left  as  there  are  ciphers  in  the  divisor. 
The  result  will  be  the  required  quotient. 

Note:  If  there  are  not  as  many  places  to  the  left  as  are  required,  prefix 
a  sufficient  number  of  ciphers. 

PROBLEMS  FOR  PRACTICE 

Divide 

1.  183.375  by  489  4.     .5678  by  8.2 

2.  67.8632  by  32.8  5.     .1728  by  100 

3.  67.56785  by  .035  6.     13.50192  by  1.38 

7.     How  much  gas  at  $1.25  per  thousand  cubic  feet  can  be 
bought  for  $17.50?  Ans.  14  M 
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8.  I  bought  a  flock  of  sheep  at  $4.25  per  head.  I  sold  them  at 
a  profit  of  $.25  per  head  and  received  $900.  How  many  sheep  were 
there  in  the  flock  and  what  was  my  profit  on  the  deal? 


.        ( 200  sheep. 
($50  profit. 


9.  A  traded  265  qt.  of  berries  at  7^  per  qt.  and  25  doz.  corn  at 
llj?f  per  doz.,  for  a  certain  amount  of  sugar  at  6)zf  per  lb.  How  many 
pounds  did  he  receive?  Ans.  355  lbs. 

10.  A  merchant  bought  200  yards  of  cloth  at  $3.75  per  yard  and 
75  yards  more  at  $5  per  yard.  At  what  average  price  per  yard  must 
he  sell  it  all  to  realize  a  profit  equal  to  .25  of  the  cost? 

Ans.  $5.12  nearly. 

11.  If  $325.80  was  paid  for  apples  at  $1.80  per  bbl.,  how  many 
barrels   were   bought?  Ans.  181  bbl. 

12.  A  farmer  received  $925.35  for  the  wheat  from  24|  acres. 
If  the  price  was  93^  per  bushel,  what  was  the  yield  per  acre? 

Ans.  40  bu. 

BUYING  AND  SELLING  BY  THE   HUNDRED  AND  THOUSAND 

51.  Goods  usually  handled  in  large  quantities  are  often  quoted 
at  a  given  price  per  hundred  or  thousand.  100  is  designated  by  C, 
and  1,000  by  M. 

To  find  the  cost  of  any  number  of  pieces,  divide  by  100  or  1000 
and  multiply  by  the  price  per  C  or  M,  as  the  case  may  be. 

PROBLEMS  FOR  PRACTICE 

What  is  the  cost  of 

1.  8,500  bricks  at  $6.50  per  M?  Ans.  $55.26 

2.  5,550  paving  stones  at  $9.00  per  C?  Ans.  $499.50 

3.  6,400  ft.  of  lumber  at  $16.00  per  M?  Ans.  $102.40 
Note:    In  measuring  lumber  M  stands  for  1000  feet. 

4.  450  shingles  at  $12.00  per  M?  Ans.  $5.40 

APPROXIMATIONS 

52.  Results  beyond  three  decimal  places  are  seldom  required 
in  business  calculations,  and  as  most  problems  deal  with  dollars  and 
cents,  it  is  sufficient  to  carry  the  decimal  places  just  far  enough  to 
obtain  the  correct  number  of  cents. 
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In  multiplication,  therefore,  the  partial  products  should  be 
carried  out  to  three  decimal  places  in  order  to  insure  that  the  product 
may  be  correct  to  its  nearest  cent,  and,  further,  the  method  of  begin- 
ning with  the  highest  order  of  the  multiplier  rather  than  with  the 
lowest,  should  be  adopted. 

Example.    Multiply  $198.23  by  12.65 

Usual  method  Short  method 

$198.23  $198.23 

12.65  12.65 


99115  1,982.3 

118938  396.46 

39646  118.938 

19823  9.91 


15 


$2,507.6095  $2,507.6P^^ 

1 

In  multiplying  by  the  short  method  the  decimal  point  must  he 
correctly  placed  in  the  partial  products.  Thus,  the  first  multiplier 
is  1  in  the  tens  place  and  the  first  multiplicand  .03;  therefore,  10  X 
.03  =  .3  and  the  first  partial  product  becomes  1,982.3.  The  third 
multiplier  is  .6  and  .6  X  .03  =  .018;  therefore  the  8  is  brought  down 
in  the  third  decimal  place.  Referring  now  to  the  complete  third 
partial  product,  it  will  be  seen  that  if  two  tenths  of  a  cent  are  added  to 
the  decimal  .938  it  will  become  .94.  Again  in  the  fourth  partial  pro- 
duct, the  third  and  fourth  decimals  may  be  cut  off  without  essential 
loss.    This  allows  the  writing  of  the  final  product  as  $2,507.61. 

Therefore,  in  the  short  method  carry  the  partial  products  only  to 
the  second  decimal,  and  if  the  third  decimal  is  greater  than  5,  increase 
the  second  decimal  by  one;  if  less  than  5,  cancel  it. 

In  longer  calculations  the  labor  saving  value  of  this  short  method 
is  more  apparent. 

PROBLEMS  POR  PRACTICE 

1.  Multiply  $265.42  by  1.2468.  Make  your  answer  correct 
to  the  nearest  cent. 

2.  If  $1  at  compound  interest  for  10  years  at  3%  amounts  to 
$1.34392,  what  will  $6,475.17  amount  to  at  the  same  interest  for  the 
same  length  of  time?    Answer  correct  to  $.01. 
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ALIQUOT  PARTS 

53.  An  aliquot  part  of  a  number  is  a  part  that  will  be  contained 
in  the  number  a  whole  number  of  times. 

Thus  5,  Z\,  2^,  and  2  are  aliquot  parts  of  10;  for  10  is  divided 
by  5  two  times,  by  3^  three  times,  by  2^  four  times,  and  by  2  fire 
times. 

50^,  25 jf,  12^j^,  6ij^,  and  S^^zf  are  aliquot  parts  of  $1.00. 

TABLE  V 
Aliquot  Parts 


Nos. 

«'8 

K'8 

Ji'8 

A's 

}i'« 

S'8 

l'j'8 

A'« 

fa 

A'« 

1 

.50 

.25 

.12% 

.06Ji 

.33Ji 

.16?^ 

.08>S 

.06% 

.20 

.10 

10 

5. 

i% 

m 

.62H 

3Ji 

\% 

.83^3 

.66% 

2. 

1. 

100 

60. 

25. 

12H 

6}i 

33  J4 

\(>% 

8>i 

6% 

20. 

10. 

1000 

500. 

850. 

125. 

62« 

338  >5 

166% 

83H 

66% 

800. 

100, 

Examples.     1.     What  is  the  cost  of  48  yds.  of  cloth  at  33^j^  per 
yard? 

Solution     The  cost  at  33|^  per  yard  is  ^  of  the  cost  at  $1  per,  yard. 

48  yd.  at  $1.00  =  $48.00. 

48  yd.  at  ^m  =  ^  of  $48.00  =  $16.00  Ans. 

2.    What  is  the  cost  of  12^  pounds  of  tea  at  64^  per  pound? 

Solution.    The  cost  of  12§  lbs.  at  640  =  cost  of  64  lbs.  at  12 f^. 

64  lb.  at  $1.00  =  $64.00. 

64  lb.  at  12|j;f  =-  i  of  $64.00  =  $8.00  Ans. 


PROBLEMS  FOR  PRACTICE 

Find  cost  of 

1. 

25  yd.  duck  at  ^^. 

Ans. 

$12.00. 

2. 

\2\  yd.  crepon  at  $3.50. 

Ans. 

$43.75. 

3. 

24  bbl.  pork  at  $12.50. 

Ans. 

$300.00. 

4. 

50  sideboards  at  $125.00. 

Ans. 

$6,250.00. 

5. 

6i  yd.  silk  at  96^. 

Ans. 

$6.00. 

6. 

33|  yd.  cheviot   at  $1.20. 

Ans. 

$40.00. 

7. 

66f  lb.  tea  at  42jzf. 

Ans. 

$28.00. 

8. 

75  A.  land  at  $55.00. 

Ans. 

$4,125.00. 

9. 

250  bbl.  beef  at  $25.00. 

Ans. 

$6,250.00. 

10. 

825  bu.  apples  at  25^. 

Ans. 

$206.25. 
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PERCENTAQE 

54.  If  any  quantity  be  divided  into  100  parts,  then  one  of  these 
parts  represents  one  hundredth  or,  as  it  is  called,  one  per  cent  of  the 
whole.  This  term  per  cent  is  from  the  Latin,  meaning  by  the  hundred, 
and  is  represented  by  the  character  %. 

To  illustrate  the  meaning  of  the  term,  suppose  that  one-half  ef 
a  piece  of  land  is  to  be  sold.  If  the  land  be  divided  into  100  parts, 
to  sell  one-half  means  that  fifty  of  these,  i.  e.,  xW  or  50%  of  the  whole, 
must  be  taken.  Therefore  this  fraction  of  the  lot  may  be  repre- 
sented In  three  ways,  viz,  by  the  fraction  ^,  by  the  decimal  .50,  or 
by  50%.  According  to  this  method  then,  10%  of  the  land  will  be 
tVV  or  tV;  ^  will  be  .33^  or  33^%,  etc. 

PROBLEMS  FOR  PRACTICE 

Express  in  two  other  ways 

1.  i  ii^Vt  3.    3%,  5%,  70%      5.    20%,  66f%,  125% 

2.  .25,  .12i,  .75  4.     j\,  j\,  ^  6.     .06i,  .62^  .33^ 

55.  To  make  a  practical  application  of  this  principle,  suppose 
a  man  has  240  lbs.  of  wire.  He  buys  25%  more.  How  many 
pounds  does  he  buy? 

Now  he  buys  25%  or  .25  or  \  of  the  original  amount.  There- 
ore  \  of  240  lbs.  =  60  lbs.,  the  amount  purchased.  The  same  result 
is  obtained  by  multiplying  240  by  .25. 

From  this  example  it  is  clear  that  there  are  three  different  quanti- 
ties used  in  this  operation,  viz: 

The  quantity  of  which  the  per  cent  is  taken,  called  the  base 
(240  lbs.); 

The  number  of  hundredths  or  %  of  the  base  to  be  taken,  called 
the  rafe  (25%); 

The  result  obtained  by  taking  the  required  per  cent  of  the  base, 
called  the  percentage  (60  lbs.). 

The  base  plus  the  percentage  is  sometimes  called  the  amount; 
the  base  minus  the  percentage,  the  difference. 

56.  To  find  the  Percentage — Base  and  Rate  being  given. 

Examples.    1.    What  is  5%  of  $400.00? 
Solution  o. 

5%  of  $400  =  .05  X  $400  =  $20.  Ans. 
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5         1  1 

Solution  b.     5%  =  Yqo  =  20  *     ^ence  ^  of  $400  =  $20. 

Therefore,  the  product  of  the  rate  and  the  base  equals  the  percentage. 

2.  Jones  bought  a  house  for  $5,250.00.  His  first  payment  was 
15  per  cent  of  the  cost.     How  much  cash  was  paid? 

Solution.     15%  of  $5,250  =  $5,250  X  .15  =  $787  50  Ans. 

Each  problem  should  be  inspected  in  order  to  find  a  short  method 
of  solution  if  possible.  The  fractional  equivalent  of  the  per  cent 
should  be  used  whenever  it  simplifies  the  solution,  as  in  Example  1, 
Solution  b.  In  Example  2,  think  of  15%  as  being  10%  and  5% ;  10% 
of  the  base  can  be  written  at  once  $525,  and  adding  ^  of  this  gives  the 
required  result. 

PROBLEMS  FOR  PRACTICE 

1.  Find  10%  of  550;  of  15,000;  of  $157;  of  $600. 

2  Find  125%  of  $800;  of  640;  of  240;  of  250. 

3.  Find  64%  of  125.  6.    Fnd  120%  of  625. 

4.  Find  24%  of  250.  7.    Find  25%  of  700. 

5.  Find  16%  of  500.  8.    Find  75%  of  640. 

9.  A  clothier  failed,  and  settled  for  65^  on  the  dollar.  If  his 
debts  amounted  to  $5,560,  how  much  did  he  have  to  pay  out? 

Ans.  $3,614.00. 
57.    To  find  the  Rate — Base  and  Percentage  being  given. 
Percentage  is  that  part  of   the  base  represented   by   the  rate. 
Hence  the  percentage  divided  by  the  base  equals  the  rate. 
Example.    What  per  cent  of  $35  is  $7? 
Solution.   $35  is  the  base 

$7  is  the  percentage 

7         1 
.  •  .  35"  =  "?"=  20  per  cent  Ans.  20%. 

PROBLEMS  FOR  PRACTICE 

1.  What  per  cent  is  $25  of  $75?  $107.03  of  $1,946?  $7,894 
of  $11,841?  Ans.    33i%;  5i%;  66f%. 

2.  ^'s  money  is  $1,800,  and  B's  is  25%  more  than  ^'s.  What 
is  B's  capital?  Ans.  $2,250. 

3.  I  bought  some  furniture  at  auction  for  $75  less  than  manu- 
facturer's cost,  and  sold  it  for  $963.  What  per  cent  did  I  gain  if  the 
manufacturer's  cost  was  $975?  Ans.  7%. 
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4.  A  merchant  lost  $3,000  of  his  capital  and  had  $21,000  re- 
maining.   What  per  cent  of  his  capital  did  he  lose?        Ans.  12^%. 

58.    To  find  the  Base — Rate  and  Percentage  being  given. 

Examples.  1.  I  have  in  my  pocket  $6,  which  is  20%  of  all 
my  money.     How  much  money  do  I  possess? 

Solution.     20%  =  r-^  or  -— ;  $6  is  —  of  all  the  money;  therefore 


the  total  amount  musst  be  f  or  5  X  $6  = 

2.  The  owner  of  a  certain  factory  during  the  dull  season  dis- 
charges 378  employes  or  18%  of  his  entire  force.  How  many  men 
does  he  employ? 

Solution.     378  is  18%  or  .18  of  the  whole  number.     Therefore, 

1      y  378 

the  base  =  ~r^  =  2100  men. 
.18 

Hence,  the  percentage  divided  by  the  rate  equals  the  base. 

PROBLEMS  FOR  PRACTICE 

1.  25  is  I  of  what  number?      60  is  12^%  of  what  number? 

2.  45  is  ^  of  what  number?      18  is  33|%  of  what  number? 

3.  22%  of  the  stock  of  a  merchant  was  destroyed  by  fire,  making 
his  loss  $2,750.    What  was  the  value  of  his  stock?        Ans.  $12,500. 

4.  A  man  mortgaged  his  property  for  $32,000,  this  being  40% 
of  its  value.    Find  the  value  of  his  property.  Ans.  $80,000. 

5.  A  mail  order  house  filled  orders  in  December  amounting 
to  $82,753.60.  This  was  14.3%  of  their  year's  business.  Find  their 
total  sales.  Ans.  $678,696.50. 

59.    To  find  the  Percentage  of  Increase. 

Examples.     1.     What  number  increased  by  25%  of  itself  is  60? 

Solution.  Let  the  required  number  be  represented  by  100%. 
If  it  is  increased  25%,  the  total  rate  will  be  125%  or  1.25.  Therefore 
60  is  1.25  times  the  required  number,  which  must  therefore  equal 
60-^-1.25  or  48.  Ans.  48. 

2.  I  sold  a  watch  for  $55,  which  was  10%  above  cost.  What 
was  the  cost? 

Solution.  $55  is  the  percentage;  110%  is  the  rate.  $55  -r-  1.10 
*=  $50.    Therefore  $50  was  the  cost  of  the  watch.  Ans. 
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PROBLEMS  FOR  PRACTICE 

What  number  increased  by: 

1.  30%  of  itself  is  225?  4.  65%  of  itself  is  450? 

2.  121%  of  itself  is  400?  5.  200%  of  itself  is  1,575? 

3.  66f%  of  itself  is  124?  6.  50%  of  itself  is  280? 

7.  A  merchant's  sales  for  February  were  $9,506.64,  28% 
greater  than  the  previous  February.  How  much  had  his  sales 
increased?  Ans.  $2,079.58. 

60.    To  find  Per  Cent  of  Decrease. 

Example.  A  man  sold  a  horse  for  $189  and  thereby  lost  25%. 
How  much  did  the  horse  cost? 

Solution.  The  horse  cost  100%  and  was  sold  for  (100—  25)  or 
75%.     .  • .  $189  =  .75  of  its  cost. 

-J-  .75  =$252.  Ans.  $252. 


PROBLEMS  FOR   PRACTICE 

1.  Find  the  base  if  $75  is  33^%;  if  $43.25  is  2^%;  if  $9.25  is 
1%;  if  60  cents  is  }%;  if  $95  is  62^%. 

Ans.    $225;  $1,730;  $7,400;  $100;  $152. 

2.  If  I  sell  a  watch  for  $85,  which  is  20%  less  than  cost,  what 
is  the  loss?  Ans.    $21.25. 

3.  A  man  pays  a  tax  of  4%  on  all  of  his  income  over  $1,200, 
and  after  paying  the  tax  has  $2,736  remaining.  What  is  his  whole 
income?  Ans.    $2,800. 

4.  I  sold  goods  at  16f%  gain,  and  invested  the  proceeds  in 
the  same  line  of  goods.  I  sold  a  second  time  at  14y%  gain,  and 
again  invested  the  proceeds.  I  sold  the  third  time  at  5%  loss  and 
received  $4,940.     What  was  the  cost  of  the  first  lot  of  goods? 

Ans.    $3,900. 

5.  The  working  force  in  a  shop  consists  of  400  men.  The 
manager  increased  the  output  by  65%,  proportionally  increasing 
the  number  of  employes.      How  many  men  did  he  then  employ? 

Ans.  660  men. 

6.  A  man  bought  a  stock  of  goods  at  $1,560  and  sold  it  at  a  loss 
of  17%.     What  did  he  receive  for  the  goods?         Ans.  $1,294.80. 

7.  A  farmer  sold  650  bu.  oats  at  $.72|  per  bu.,  and  30%  more 
wheat  than  oats  at  $1.12  per  bu.     What  did  he  receive  for  both  ? 

Ans.  $1,417.65 
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8.  The  cost  of  setting  up  and  electrotyping  plates  for  a  72-page 
book  was  $1.75  a  page.  For  plate  corrections  a  charge  of  8%  was 
made.     What  was  the  total  cost  of  the  plates?  Ans.  $136.08. 

9.  A  man's  real  estate  is  worth  $12,500  and  his  personal  prop- 
erty $9,250.  The  real  estate  increases  in  value  20%  and  the  per- 
sonal property  4%.     What  is  the  new  valuation?        Ans.  $24,620. 

DENOMINATE  NUMBERS 

61.  A  denominate  ny,mber  is  one  in  which  the  unit  of  value  is 
established  by  law  or  custom.  For  example,  7  pounds,  6  feet,  10 
kilograms. 

When  a  denominate  number  is  composed  of  units  of  but  one 
denomination,  as,  for  example,  3  gallons,  it  is  called  a  simple  number. 
If  it  contains  units  of  more  than  one  denomination  that  are  related 
to  each  other,  as  6  feet  10  inches,  or  7  pounds  5  ounces,  it  is  called 
a  compound  number. 

The  reduction  of  denominate  numbers  is  the  process  of  chang- 
ing them  from  one  denomination  to  another  without  changing  their 
value.  The  reduction  may  be  from  a  higher  to  a  lower  denomination, 
or  from  a  lower  to  a  higher  denomination. 

Note;  In  a  decimal  system  like  the  Metric  System,  the  units  increase  and 
decrease  by  a  uniform  scale  of  10,  but  in  the  English  System  the  scale  varies. 

MEASURES 

62.  A  unit  of  measure  is  a  standard  by  which  a  quantity — ^such 
as  length,  area,  capacity,  or  weight — is  measured.  For  example,  the 
length  of  a  piece  of  cloth  is  ascertained  by  applying  the  ya/rd  or  the 
Tneter  measure;  the  capacity  of  a  cask  by  the  use  of  the  gallon  or  the 
Uier  measure;  the  weight  of  a  body  by  the  use  of  the  pound  or  the 
kilogram,  etc. 

There  are  fcwo  systems  of  measurement  which  are  legalized 
in  the  United  States,  the  English  System  and  the  Metric  System. 
The  former  is  in  common  use  in  the  United  States  and  England,  the 
latter  in  all  other  countries  and  in  our  own  governmental  depart- 
ments. TTie  metric  system  is  introduced  here  for  general  informa- 
tion and  for  those  who  hold  government  positions  or  who  are  in  foreign 
trade.  The  student  is  referred  to  the  Appendix  for  a  complete  list  of 
taWes  in  the  English  and  Metric  systems. 
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MEASURES  OF  EXTENSION 

63.  Extension  is  that  property  of  a  body  by  virtue  of  which  it 
occupies  space  and  has  one  or  more  of  the  dimensions — length, 
breadth,  and  thickness. 

A  line  has  a  single  dimension — length — and  its  measurement  is 
accomplished  by  linear  measure. 

A  surface  or  area  has  two  dimensions — length  and  breadth — and 
its  measurement  is  accomplished  by  square  measure. 

A  solid  has  three  dimensions — length,  breadth,  and  thickness — 
and  its  volume  or  capacity  is  obtained  by  cubic  measure. 

The  standard  units  of  extension  in  the  United  States  are  the  yard 
and  the  meter.    The  yard  is  36  inches,  the  meter  39.37  inches. 

64.  Linear  Measure.  The  English  measure  for  length  or 
distance,  called  long  measure,  makes  use  of  the  yard  as  its  funda- 
mental unit,  with  subdivisions  for  convenience  into  feet  and  inches. 
For  instance,  a  merchant  sells  cloth  by  the  yard;  a  person  measures 
his  height  in  feet,  and  the  length  of  his  arm  in  inches.  Larger  units, 
the  rod  and  the  mile,  are  used  when  distances  to  be  measured  be- 
come so  great  that  the  small  units  are  not  convenient.  A  complete 
table  of  long  measure  is  given  in  the  Appendix.  For  ordinary  cal- 
culations it  is  suflScient  to  remember  the  following: 

12  inches  (in.)  =  1  foot  (ft.) 
3  ft.  or  36  in.  =  1  yard  (yd.) 
5280  ft.   =  1  mile  (mi.) 

The  metric  system  is  founded  on  the  meter  as  the  fundamental  unit, 
and  as  it  is  a  decimal  system,  the  smaller  and  larger  units  are  all 
decimal  divisions  or  multiples  of  the  meter.  For  example,  the  centi- 
meter, which  is  about  2^  times  smaller  than  the  inch,  is,  as  its  name 
indicates,  y^  (t  of  a  meter;  while  the  kilometer,  which  is  about  .6  miles 
is  1000  meters.     Remember  the  following  units : 

10  millimeters  (mm.)      =  1  centimeter  (cm.) 
100  centimeters  (cm.)      =  1  meter  (m.) 
1000  meters  (m.)  =  1  kilometer  (km.) 

It  is  also  useful  to  remember  the  following  approximate  values : 
25  mm.  or  2.5  cm.  =  1  inch,  Fig.  2;  30  cm.  =  1  ft.;  1  kilometer  = 
.6  mi. 
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Engineers  have  adopted  the  decimal  plan  in  connection  with  the 
En^ish  system  by  using  scales  and  steel  tapes  with  inches  divided 
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Fig.  2.     Comparison  between  Centimeter  and  Inch  Scales. 

into  tenths.    They  also  use  Surveyors'  long  measure  in  making  land 
surveys.     (See  Appendix.) 

65.    Square   Measure.    A  surface  has  two  dimensions,  length 
and  breadth. 

The  area  of  a  surface  is  defined  as  the  number  of  units  of  surface 
it  contains,  and  is  equal  to  the  product  of  its  two  dimen- 
sions expressed  in  the  same  linear  units.  The  unit  of 
surface  is  a  square,  which  is  a  plane  figure  bounded  by 
four  equal  sides  and  having  four  right  angles.  Fig.  3. 
A  square,  each  side  of  which  is  one  inch  in  length,  is 
called  a  square  inch.  Squares  formed  with  sides  of  1 
foot,  1  meter,  1  mile,  etc.,  are  called  respectively,  1  square  foot,  1 
square  meter,  1  square  mile,  etc. 

A  distinction  should  be  clearly  made  between  the  terms  square 
^ooi  and  foot  square  or  between  square  mile  and 
mile  square.  If  Fig.  3  may  be  supposed  to  rep- 
resent a  square  1  foot  on  a  side,  it  may  be  called 
either  1  sq.  ft.  or  1  ft.  square.  On  the  other 
hand.  Fig.  4  measures  two  feet  on  a  side  and 
hence  it  is  2  ft.  square,  but,  as  may  readily  be 
seen,  it  has  not  2  sq.  ft.  but  4  sq.  ft.  of  area. 
Therefore  a  cattle  ranch  covering  an  area  3  miles 


Fig.  3. 
A  Foot 
Square. 


1 


Fig.  4.     A  2-Foot 
Sduare. 


square  has  really  9  square  miles  of  surface. 
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Square  measure,  therefore,  involves  units  whose  names  are  the 
same  as  those  used  in  linear  measure  with  the  term  square  in  front 
of  each.  The  English  system  has  an  extra  unit  used  in  measure- 
ments of  land,  which  is  called  the  acre,  equal  to  the  area  of  a  square 
about  209  ft.  on  a  side. 

In  the  metric  system,  the  square  centimeter  and  square  meter — 
the  latter  being  about  20%  larger  than  the  English  square  yard — 
are  used  for  small  areas.  The  larger  surfaces  are  measured  in  ares 
and  hectares,  the  former  being  10  meters  square  {-^^  acre)  and  the 
latter  equal  to  100  ares  or  2|  acres. 

66.    Cubic  Measure.    The  volume  of  any  solid  is  obtained  by 

cubic  measure.     The  unit  of  volume  is  a  cube,  Fig. 

5,  each  edge  of  which   is   some  unit  of  length;   for 

example,    the  cubic   inch,   cubic    centimeter,   cubic 

foot  are  common  units  of  volume. 

The   volume  of  a  body  of   rectangular  figure  is 

equal  to  the  product  of  its  three  dimensions,   each 

expressed  in  the  same  linear  unit. 
In  the  case  of  an  irregular  body,  however,  the  volume  although 
still  expressed  in  cubic  measure,  must  be  measured  by  displacement 
of  water.  Liquids  are  classed  as  irregular  bodies  but  in  the  English 
system  are  measured  by  a  different  unit,  giving  rise  to  the  classifica- 
tion as  given  in  Sec.  67. 

In  Sec.  65  it  was  proved  that  the 
area  of  a  square  surface  increases  as 
the  second  power  of  the  side  of  the 
square;  i.  e.,  a  surface  2  feet  square  was 
found  to  cover  2  X  2  or  4  sq.  ft.  of  area. 
In  the  same  manner,  Figs.  5  and  6  show 
that  a  2-foot  cube  has  2  X  2  X  2  or  8 
cubic  feet  of  volume;  i.  e.,  the  volume  of 
a  cube  increases  as  the  third  power  of 
the  length  of  the  side. 


Fig.  5.     A  1-Foot 
Cube. 
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Fig.  6.    A  2-Foot  Cube. 


Note.  The  use  of  the  multiplication  sign  in  finding  the  volume  has 
given  rise  to  its  use  in  indicating  the  dimensions  of  surfaces  and  solids.  Thus 
a  2  X  12  joist  means  a  joist  2  inches  thick  and  12  inches  wide;  or  a  room 
16'  X  12'  X  10'  means  a  room  15  feet  long,  12  feet  wide,  and  10  feet  high. 
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Meruta  Quart  _ 


The  units  of  cubic  measure  in  the  English  system  are  the  same 
as  those  in  long  measure  with  the  prefix  cubic;  for  example,  cubic 
inch,  cubic  yard.  The  cord  (128  cu.  ft.)  for  wood  and  the  perch  (24f 
cu.  ft.)  for  stone  or  masonry  are  also  used. 

In  the  metric  system,  the  C2ibic  centimeter  and  cubic  meter  are 

common,  the  latter  being  30%  larger  than  the  cubic  yard  and  used 

in  place  of  it  in  measuring  earth  and  rock  excavations,  as  well  as  in 

measuring  timber,  stone,  etc.,  where  the  English  cord  and  perch  are 

used. 

MEASURES  OF  CAPACITY 

67.  Capacity  signifies  the  extent  of  volume  or  space.  In  the 
English  system  a  lack  of  unity  exists  in  the  measurement  of  capacity 

because  of  the  use  of  several  kinds  of 
measure.  For  example,  the  common 
liquid  measure  and  the  apothecaries^ 
fluid  measure  are  used  for  liquids,  and 
still  another  kind  called  dry  measure 
for  grains,  vegetables,  etc. 

This  complication  is  avoided  in 
the  metric  system  by  having  the  same 
units  for  all  measurements  of  capacity. 

68.  Liquid  Measure.  Liquid 
measure  is  used  in  measuring  liquids 
and  in  estimating  the  capacity  of  cis- 
terns, reservoirs,  etc.  In  the  English 
system,  the  most  common  liquid 
measure  makes  use  of  the  gallon, 
barrel,  etc.  The  following  units  should 
be  remembered: 

2  pints  (pt)    =  1  quart  (qt) 
4  quarts  =  1  gallon  (gal.) 

31^  gallons     =  1  barrel  (bbl.) 

In  the  metric  system  the  unit  is  the 

Uter,  which  is  5%  larger  than  the  liquid 

Fig.  7.    Comparison  of  Liter,  Dry    quart  and  10%  smaller  than  the  dry 

Quart,  and  Liquid  Quart.  nuart    Fiff    7. 

( i  actual  size)  "         '       &•     • 
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Note  the  following: 

1000  cubic  centimeters  (c.c.)  =  1  liter  (1.) 
100  liters  =  1  hectoliter. 

69.  Dry  Measure.  Dry  measure  is  used  in  measuring  dry 
substances  such  as  grain,  vegetables,  salt,  etc.  In  the  English  system 
the  quart,  peck,  and  bushel  are  used.  In  the  metric  system  the 
hectoliter  serves  the  same  purpose  as  the  United  States  bushel  and  is 
equal  to  about  3  bushels. 

The  Common  units  in  dry  measure  are: 

8  quarts*  =  1  peck  (pk.) 
4  pecks      =  1  bushel  (bu.) 

MEASURES  OF  WEIGHT 

70.  Weight  is  a  measure  of  the  force  of  the  earth's  attraction  for 
a  body. 

In  the  English  system  several  units  of  weight  are  used,  viz,  the 
standard  Troy  weight,  which  is  used  in  weighing  gold,  silver,  and 
jewels;  the  more  common  avoirdupois  weight,  used  in  general  trade; 
and  the  apothecaries'  weight,  used  by  druggists  and  physicians  The 
student  is  referred  to  the  Appendix  for  the  Troy  and  apothecaries' 
measure. 

71.  Avoirdupois  Weight.  Avoirdupois  wei^t  is  used  to 
measure  the  weight  of  objects  in  general  trade.  The  most  useful 
units  are  as  follows: 

16  ounces  (oz.)  =  1  pound  (lb.) 
2000  pounds  =  1  ton  (t.  or  T.) 

The  ton  just  given  is  the  short  ton  and  is  more  generally  used 
than  the  gross  ton  which  is  equal  to  2,340  lbs.  This  latter  unit  is 
now  mainly  used  in  the  United  States  custom  house  and  in  weighing 
coarser  articles,  such  as  coal  at  the  mines. 

72.  Metric  Weight.  In  the  metric  system  the  unit  of  weight 
is  the  gram  which  is  equal  to  the  weight  of  1  cubic  centimeter  of  pure 
water  at  a  temperature  of  38°  F.  The  following  are  the  most  impor- 
tant units: 

1000  grams  (g.)  =  1  Idlogram  (kg.) 
1000  kilograms    =  1  metric  ton. 
«The  dry  quart  is  about  15%  larger  than  the  liquid  quart,  Fig.  7. 
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30  grams  approximately  equal  one  ounce,  and  one  kilogram 
equals  2,2  pounds,  hence  the  gram  is  used  wherever  the  ounce,  penny- 
weight, etc.,  would  be  used,  while  the  kUo  and  half  hilo  replace  the 
pound.  The  metric  ton  serves  the  same  purpose  as  the  short  or  gross 
tons. 

MEASURE  OP  TIME 

73.  Time  is  measured  in  the  same  manner  and  by  the  same 
unit  throughout  the  civilized  world,  the  unit  being  the  mean  solar 
day. 


Fig.  8.     Chart  of  the  Calendar  Year. 

This  mean  solar  day  is  obtained  by  taking  the  average  of  all  of 
the  days  of  the  year,  a  day  being  measured  from  noon  of  one  day  to 
noon  of  the  next  day.  This  process  is  necessary  because  the  position 
of  the  earth  relative  to  the  sun  changes  as  the  year  advances,  and, 
therefore,  no  one  day  can  be  taken  as  the  true  day.  Evidently  the 
time  when  it  is  noon,  i.  e.,  the  instant  the  sun  is  passing  the  north  and 
south  Kne,  will  be  different  as  we  pass  from  cast  to  west.  For  example, 
London  has  her  noon  five  hours  earlier  than  New  York.  This  has 
led  to  the  adoption  in  the  United  States  of  four  standa/rd  times,  the 
Eastern,  Central,  Western,  and  Pacific,  each  one  hour  later  than  the 
preceding.    Therefore,  when  it  is  noon  in  Washington  it  is  11  o'clock 
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in  Chicago,  10  o'clock  in  Denver,  and  9  o'clock  in  San  Francisco. 
All  cities  or  towns  falling  in  one  of  the  four  regions  adopt  the  standard 
time  of  thai;  section.  The  divisions  of  the  calendar  year  are  shown 
graphically  in  Fig.  8. 

MISCELLANEOUS  MEASURES 

74.  The  English  money  system  has  for  its  principal  units  the 
pound  sterling  (£.)  equal  roughly  to  $5.00,  and  the  shilling,  equal  to 
25  cents.  The  French  money  system  has  for  its  unit  the  franc,  equal 
roughly  to  20  cents.  The  Grerman  money  system  makes  use  of  the 
mark,  equal  to  about  25  cents,  for  its  principal  unit. 

A  useful  table  of  enumeration  is  given  briefly  as  follows: 

12  units    =   1  dozen  (doz.) 
12  dozen  =  1  gross  (gro.) 

Another  table  much  used  by  stationers  is  as  follows: 

24  sheets  =  1  quire 
20  quires  =  1  ream 

The  student  ic  referred  to  the  Appendix  for  the  complete  tables 
to  which  references  have  already  been  made  together  with  others 
which  are  in  more  or  less  common  use.  It  is  well  to  have  these 
tables  fairly  well  memorized,  and  problems  are  given  in  the  following 
sections  on  the  assumption  that  the  required  familiarity  has  been 
attained. 

REDUCTION  OF  DENOMINATE  NUMBERS 

75.  The  reduction  of  denominate  numbers  in  the  English  system 
is  accomplished  according  to  the  following  rules : 

To  change  a  compound  denominate  number  to  a  simple  number  of 
lower  denomination :  Multiply  the  integer  of  the  highest  denormnation 
by  the  number  of  units  of  the  next  lower  denomination  in  one  unit  of  the 
higher  denomination,  and  add  to  this  product  the  given  number  of  the 
lower  denomination.  Proceed  iiUo  lower  terms  in  this  manner  unHl 
the  required  denomination  is  reached. 

To  change  a  simple  denominate  number  to  a  compound  number 
of  higher  denominations:  Divide  the  given  number  by  the  nwnber  of 
units  contained  in  one  unit  of  the  next  higher  denomination.  Set 
aside  the  remainder;  then  in  the  same  manner  divide  the  quotient  thus 
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obtained,  and  proceed  in  this  way  until  the  required  denomination  is 
reached.  The  last  quotient  and  the  several  remainders  will  he  the 
result  sought. 

Examples.        1.    Reduce  6  mi.  116  yds.  24  ft.  to  feet. 

Solution.  Since  1  mile  =  1760  yds.,  6  mi.  =  6  X  1760  yds. 
=  10,560  yds.;  and  with  116  yds.  added  this  becomes  10,676  yds. 
Since  1  yd.  =  3  ft.,  10,676  yds.  =  32,028  ft.,  and  with  24  ft.  added, 
this  becomes  32,052  feet,  Ans. 

2.    Reduce  765  liquid  pints  to  higher  denominations. 

Solution.     Dividing  765  pints  by  2  gives  oyjat^     ♦ 

382  qts.  1  pt.     Dividing  by  4  to  reduce  to  gallons  ^;<oO  pts. 

gives  95  gal.  2  qts.  1  pt.     Dividing  by  31.5  to  reduce  4)382  qtS.  +   1  pt. 

to  bbl.  gives  3  bbl.  i  gal.  2  qts.  1  pt.     As  2  qts.  =  31 . 5)  95  gal.  +  2  qts. 

^  gal.  this  added  to  the  \  gal.  already  obtained  gives  3~bbi  4.  i  Qa\ 

as  a  final  result  3  bbl.  1  gal.  1  pt.  •         2  g    • 

76.  Reduction  in  the  metric  system  is  accomplished  hy  moving 
the  decimal  'point. 

Example.  Reduce  10,450  millimeters,  276  centimeters,  and  600 
meters  to  kilometers. 

Solution.  Reduce  10,450  mm.  to  meters  by  moving  the  decimal 
point  three  places  to  the  left  =  10.45  meters.  Similarly  reduce  276 
cm.  to  m.  by  moving  the  decimal  point  two  places  to  the  left  =  2.76  m. 
600  +  2.76  +  10.45  =  613.21  m.  This  result  may  be  changed  to 
kilometers  by  moving  three  points  to  the  left  =  0.6132  km. 

PROBLEMS  FOR  PRACTICE 

1.  Change  2560  lbs  to  ounces;  to  tons. 

2.  Change  42  meters  to  centimeters;  to  millimeters. 

3.  Reduce  76  yds.  to  inches;  to  feet. 

4.  Change  35  ft.  to  centimeters  (approx.) 
Reduce 

5.  18  lbs.  12  oz.  to  ounces.         9.    3  A.  78  sq.  ft.  to  square  feet. 

6.  £  8  12  s  to  shillings.  10.     5  bbl.  12  gal.  to  gallons. 

7.  75  m.  86  cm.  to  centimeters.  11.     2^  T.  to  pounds. 

8.  8  bu.  4  pks  to  pecks.  12.    $746.50  to  dimes. 
Reduce  to  higher  denominations 

13.  1560  ft.  16.     1640  dry  pints.    19.    7562  oz.,  avoir. 

14.  15760  c.c.  17.    685  doz.  20.    375  pints. 

15.  86,400  sec.         18.    659  shillings.       21.     2500  sq.  in. 
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Using  approximate  values,  change 

22.  120  yds.  to  meters.  25.  4750  francs  to  dollars. 

23.  15  s.  to  dollars.  26.  65  cm,  to  inches. 

24.  56  kilos  to  pounds.  27.  450  liters  to  pints. 

OPERATIONS  WITH  DENOMINATE  NUMBERS 

77.  There  are  two  methods  of  adding,  subtracting,  multiplying, 
(x  dividing  denominate  numbers.  One  is  to  reduce  the  given  numbers 
to  the  lowest  denomination  mentioned  in  the  example,  then  per- 
form the  required  process  and  reduce  the  result  to  higher  denomina- 
tions. The  other  is  to  perform  the  process  on  the  numbers  as  they 
stand,  making  the  necessary  reductions  during  the  operations. 

78.  Addition  and  Subtraction.  Examples.  1.  Find  the  sum 
of  3  mi.  182  rd.  4  yds.  2  ft.;  304  rd.  1  ft.;  and  5  mi.  76  rd.  4  yds.  2  ft. 

Solution  a. 

3  mi.  182  rd.  4  yds.  2  ft.  =  15,840  +  3,003  +  12  +  2  =  18,857  ft. 

304  rd.  0  yds.  1  ft.  =  5,016  +  1  =  5,017  ft. 

5  mi.    76  rd.  4  yds.  2  ft.  =  26,400  +  1,254  +  12+2  =  27,668  ft. 

51,542  ft. 
51,542  ft.  =  9  mi.  243  rd.  4  yds.  0  ft.  6  in.  Ans. 


Solution  6.  The  sum  of  the  right-hand  column 
=3  5  ft.  =  1  yd.  2  ft.;  write  down  the  2  ft.  and  add  1  to 
the  yds.  column.  The  sum  of  the  yds.  column  and  1 
carried  =  9  yds.;  9  —  5^  =  3 J  yds.  +  1  to  be  added  to 
the  rds.  column.  The  sum  of  the  rds.  column  +  1  car- 
ried =  563  rds.  563  -  320  =  243  rds.  +  1  to  be  added 
to  the  mi.  column,  making  it  9  miles.  The  result  is 
therefore  9  mi.  243  rds.  3^  yds.  2  ft.  =  9  mi.  243  rds. 
4  yds.  0  ft.  6  in. 


2.     Subtract  3  pks.  1  qt.  1  pt.  from  1  bu.  2  pks.  4  qts. 

Solution.     Mentally  take  1  qt.  (2  pts.)  from  the  bu.  pks.  qts.  pts. 

second  column  and  place  it  in  the  first;  2  —  l   =  lpt.  i         n        *       r^ 
(4-1  borrowed)  -1  =  2  qts.     1  bu  (4  pks.)  +  2  pks. 

=  6;  6-3  =  3  pks.    The  result  is  therefore  3  pka.  2  qts.     _2_    A    J L 

Ipt.  3       2      1 
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PROBLEMS  FOR  PRACTICE 
Find  the  sum  of 

1.  10  yds.  2  ft.  10  in.;  15  yds.  1  ft.  9  in.;  8  yds.  2  ft.  7  in.; 
18  yds.  1  ft.  11  in.;  16  yds.  2  ft.  8  in.    Ans.  12  rd.  4  yds.  2  ft.  9  in. 

2.  12  A.  35  sq.  rd.;  14  A.  110  sq.  rd.;  15  A.  132  sq.  rd.;  11  A. 
96  sq.  rd.;  25  A.  100  sq.  rd.  Ans.  79  A.  153  sq.  rd. 

3.  5  t.  6  cwt.  14  lbs.  10  oz.;  7  t.  15  cwt.  36  lbs.  15  oz.;  17  t. 
5  cwt.  84  lbs.  12  oz.;  70  t.  9  cwt.  94  lbs.  11  oz. 

Ans.  100  t.  17  cwt.  31  lbs. 
From 

4.  12  gal.  2  qts.  1  pt.  2  gi.  take  6  gal.  3  qts.  1  pt.  3  gi. 

Ans.  5  gal.  2  qts.  1  pt.  3  gi. 

5.  15  yds.  2  ft.  7  in.  take  4  yds.  2  ft.  10  in. 

Ans.  10  yds.  2  ft.  9  in. 

6.  25  t.  8  cwt.  75  lbs.  10  oz.  take  10  t.  11  cwt.  35  lbs.  15  oz. 

Ans.  14  t.  17  cwt.  39  lbs.  11  oz. 
79.     Multiplication  and  Division.    Examples.     1.    Multiply  14 
gals.  3  qts.  1  pt.  by  7. 
Solution  a. 
14  gal.  3  qts.  1  pt.        =  112  +  6  +  1  =  119  pts. 
119  pts.  X  7  =  833  pts.  =  416  qts.  1  pt.   =  104  gal.  1  pt.     Ans. 

Solution  b.     (14  gal.  3  qt.  1  pt.)  X  7  =  98  gal.     14  gal.  3  qts.    1  pt. 
21  qts.  7  pts.  =  98  gal.  24  qts.  1  pt.  =  104  gal.  0  qts.  7 

Ipt-    ^8-  104  gal.  0  qts.  1  pt. 

2.     Divide  14  gal.  3  qts.  1  pt.  by  4. 
Solution  a. 

14  gal.  3  qts.  1  pt.  =  119  pts. 
4)119  pts. 

29|  pts.  =  14  qts.  If  pts.  =  3  gal.  2  qts.  If  pts.     Ans. 
Solution  6.    14  -f- 4  =  3  gal.  and  2  gal.  or  8  qts.  to  gal.     qts.     pt. 

carry.     (8  carried  +  3)  -f-  4  =  2  qts.  and  3  qts.  or  6  pts.  4'\14        3        1 

to  carry.     (6  carried  +  1)-^4=1|,  making  the  final  <-—      — —    ——■ 

result  3  gal.  2  qts.  IJ  pts.  3       2        If 

PROBLEMS  POR  PRACTICE 

Multiply 

1.  3  hrs.  20  min.  35  sec.  by  5.        Ans.  16  hrs.  42  min.  55  sec. 

2.  2  t.  5  cwt.  48  lbs.  15  oz.  by  8.       Ans.  18  t.  3  cwt.  91  lbs.  8  oz. 

3.  12  cu.  yds.  15  cu.  ft.  by  6.         Ans.  75  cu.  yds.  9  cu.  ft. 
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Divide 

4      15  bu.  3  pks.  5  qts.  1  pt.  by  4. 

Ans.  3  bu.  3  pks.  7  qts.  f  pt. 

5.  23  cwt.  68  lbs.  10  oz.  by  5.  Ans.  4  cwt.  73  lbs.  llf  oz. 

6.  15  rd.  4  yds.  2  ft.  8  in.  by  5.  Ans.  3  rd.  2  ft.  11^  in. 

7.  The  weights  of  coal  fed  to  a  furnace  on  four  successive 
days  were  as  follows :  1  t.  7  cwt.  80  lbs. ;  1  t.  6  cwt.  96  lbs. ;  1 1. 5  cwt. 
87  lbs.;  1  t.  9  cwt.  18  lbs.  What  was  the  total  amount  used  during 
the  four  days?  Ans.  5  t.  9  cwt.  81  lbs. 

8.  A  bin  contains  8  t,  7  cwt.  If  1  t.  7  cwt.  88  lbs.  are  taken 
from  it  at  one  time,  and  2  t.  3  cwt.  19  lbs.  at  another  time,  what  weight 
remains?  Ans.  4  t.  15  cwt.  93  lbs. 
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MEASURES  OF  EXTENSION 

Linear  Measure 

12  inches  (in.)  =  1  foot  (ft.) 

3  feet  =  1  yard  (yd.) 

5J  yards  or  16J  ft.  =  1  rod  (rd.),  pole,  or  perch 
320  rods  or  5280  ft.    =  1  mile  (mi.) 

A  knot,  used  in  navigation,  is  equal  to  1.15  miles. 
A  fathom  is  equal  to  six  feet. 

Square  Measure 

144  square  inches  (sq.  in.)  =  1 -square  foot  (sq.  ft.) 

9  square  feet  =  1  square  yard  (sq.  yd.) 

30^  square  yards  =  1  square  rod  (sq.  rd.) 

160  square  rods  =  1  acre  (A.) 

640  acres  =  1  square  mile  (sq.mi.) 

Cubic  Measure 

1728  cubic  inches  (cu.  in.)  =  1  cubic  foot  (cu.  ft.) 

27  cubic  feet  =  1  cubic  yard  (cu.  yd.) 

128  cubic  feet  =  1  cord  (cd.) 

8  cord  feet  =  1  cord  (cd.) 

A  perch  of  stone  or  masonry  is  16^  feet  (1  rod)  long,  1^  feet  wide, 
and  1  foot  high,  or  24f  cu.  ft.  capacity.  The  perch  sometimes  has 
other  values,  viz,  22  cu.  ft.  and  18  cu.  ft.  The  value  first  mentioned 
is  used  throughout  this  text. 

16  cu.  ft.  =  1  cord  foot  (cd.  ft.).  A  pile  of  wood  8  feet  long,  4 
feet  wide,  and  4  feet  high  contains  a  cord.  The  cord  foot  is  1  foot 
of  the  length  of  such  a  pile. 

Surveyors'  Linear  Measure 

7.92  inches  (in.)       =1  link  (1.) 
25  links  =  1  rod  (rd.) 


100  links 

4  rods 

-    each  =  1  chain  (ch.) 

66  feet 

s 

80  chains 

a  1  mile  (mi.) 
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Surveyors'  Square  Measure 

16  square  rods  =  1  square  chain 

10  square  chains  =  1  acre  (A.) 

640  acres  =  1  square  mile  (sq.  mi.) 

1  square  mile  =  1  section  (sec.) 

36  sections  =  1  township  (Tp.) 

Surveyors'  measure  was  obtained  by  calling  one  tenth  of  an 
acre  a  square  chain.  A  tenth  of  an  acre  is  equal  to  16  square 
rods,  and  is  equivalent  to  a  square  each  side  of  which  measures  4 
rods.  Thus,  since  16  square  rods  is  equal  to  one  square  chain,  a 
linear  chain  is  4  rods  or  792  inches.  The  linear  chain  is  divided 
into  100  equal  parts  called  links. 

MEASURES  OF  CAPACITY 
Dry  Measure 

2  pints  (pts.)  =  1  quart  (qt.) 
8  quarts  =  1  peck  (pk.) 

4  pecks  =  1  bushel  (bu.) 

The  Winchester  bushel  contains  2,150.4  cubic  inches  and  is  used 
in  measuring  shelled  grains.  The  heaped  bushel  of  2747.7  cubic 
inches  is  used  for  measuring  apples,  potatoes,  corn  in  the  ear,  etc. 
The  dry  gallon,  or  half  peck,  contains  268.8  cubic  inches. 

Liquid  Measure 

4  gills  (gi.)  =  1  pint  (pt.) 

2  pints  =  1  quart  (qt.) 

4  quarts  =  1  gallon  (gal.) 

31i  gallons  =.  1  barrel  (bbl.) 

2  barrels,  or  63  gallons  =  1  hogshead  (hhd.) 

One  U.  S.  standard  gallon  contains  231  cubic  inches,  and  one 
gallon  of  water  weighs  approximately  8^  pounds. 

One  cubic  foot  of  water  contains  approximately  7.5  U.  S.  standard 
gallons  and  weighs  62,3  pounds. 

Apothecaries'  Fluid  Measure 

60  minims  =  1  fluid  drachm 

8  fluid  drachms .  =  1  fluid  ounce 
16  fluid  ounces       =  1  pint 
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MEASURES  OF  WEIGHT 
Troy  Weight 

24  grains  (gr.)         =  1  pennyweight  (dwt.  or  pwt.) 
20  pennyweights    =  1  ounce  (oz.) 
12  ounces  =  1  pound  (lb.) 

The  standard  Troy  pound  contains  5,760  grains  and  is  identical 
with  the  Troy  pound  of  Great  Britain.  Troy  weight  is  used  in 
weighing  gold,  silver,  and  jewels. 

The  carat  (car.),  a  weight  of  about  3.2  grains  Troy,  is  used  in 
weighing  diamonds  and  other  precious  stones.  The  term  carat  is 
used  also  to  express  the  fineness  of  gold,  and  means  ^  part.  For 
example,  gold  is  said  to  be  18  carats  fine  when  it  contains  18  parts 
of  pure  gold  and  6  parts  of  alloy  or  baser  metal. 

Avoirdupois  Weight 

16  ounces  (oz.)  =  1  pound  (lb.) 

100  pounds  (lbs.)  =  1  hundredweight  (cwt.) 

20  hundredweight,  or  2,000  lbs.  =  1  ton  (t.  or  T.) 

The  Avoirdupois  pound  contains  7,000  grains  Troy. 
There  are  7.3  Apothecary  drams  in  an  Avoirdupois  ounce. 
25  pounds  are  sometimes  called  a  quarter. 
The  ton  of  2,000  pounds  is  sometimes  called  the  short  ton. 

Long  Ton  Weight 

16  ounces  =  1  poimd  (lb.) 

112  pounds  (lbs.)      =  1  himdredweight  (cwt.) 
20  cwt.  or  2,240  lbs    =  1  ton  (T.  or  t.) 
Note.    The  long  ton  table  is  not  to  be  used  imless  specially  designated. 

Apothecaries  Weight 

20  grains  =  1  scruple  (sc.) 

3  scruples  =  1  dram  (dr.) 

8  drams  =  1  ounce  (oz.) 

12  ounces  =  1  pound  (lb.) 

The  pound,  ounce,  and  grain  of  this  weight  are  identical  with 
those  of  Troy  weight. 

Drugs  and  medicines  are  bought  and  sold  at  wholesale  by 
Avoirdupois  weight. 


306 


COMMERCIAL  ARITHMETIC 


07 


METRIC  SYSTEM 

The  fundamental  unit  of  the  metric  system  is  the  meter — the 
unit  of  length.  From  this  the  units  of  capacity — liter — and  of  weight 
— gram — were  derived.  All  other  units  are  the  decimal  sub-divisions 
or  multiples  of  these.  These  three  units  are  simply  related;  e.  g., 
for  all  practical  purposes  one  cubic  decimeter  equals  one  liter  and  one 
liter  of  water  weighs  one  kilogram.  The  metric  tables  are  formed 
by  combining  the  words  meter,  gram,  and  liter  with  the  six  numerical 
prefixes,  as  in  the  following  tables: 


Prefix  EB 

Meaning 

Units 

mUli 

= 

one  thousandth 

tAo 

001 

centi- 

= 

one  hundredth 

nro 

01 

meter  for  length 

deci- 

= 

one  tenth 

^ 

1 

Unit 

= 

one 

1 

gram  for  weight 
mass 

or 

deka- 

= 

ten 

¥ 

10 

hecto- 

= 

one  hundred 

JOO 

100 

liter  for  capacity 

kilo- 

= 

one  thousand 

iOOJJ 

1000 

-     Uoits  of  Length 

milli-meter    = 

.001 

meter 

centi-meter   = 

01 

meter 

deci-meter     = 

1 

meter 

METER 

1 

meter 

deka-meter    = 

10 

meter 

hecto-meter  = 

100 

meter 

kilo-meter      = 

1,000 

meter 

Where  miles  are  used  in  England  and  the  United  States  for 
measuring  distances,  the  kilometer  (1,000  meters)  is  used  in  metric 
countries.  The  kilometer  is  about  5  furlongs.  There  are  about 
1,600  meters  in  a  statute  mile,  20  meters  in  a  chain,  and  5  meters  in 
a  rod. 

The  meter  is  used  for  dry  goods,  merchandise,  engineering  con- 
struction, building,  and  other  purposes  where  the  yard  and  foot  are 
used.     The  meter  is  about  a  tenth  longer  than  the  yard. 

The  centimder  and  millimeter  are  used  instead  of  the  iitek  and  ite 
fractions  in  machine  construction  and  similar  work.  The  centimeter, 
as  its  name  shows,  is  the  hundredth  of  a  meter.     It  is  used  in  cabinet 
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work,  in  expressing  sizes  of  paper,  books,  and  in  many  cases  where 
the  inch  is  used.  The  centimeter  is  about  two-fifths  of  an  inch  and 
the  milHmeter  about  one  twenty-fifth  of  an  inch.  The  millimeter 
is  divided  for  finer  work  into  tenths,  hundredths,  and  thousandths. 
If  a  number  of  distances  in  millimeters,  meters,  and  kilometers 
are  to  be  added,  reduction  is  unnecessary.  They  are  added  as  dollars, 
dimes,  and  cents  are  now  added.  For  example,  "1,050.25  meters" 
is  not  read  "1  kilometer,  5  dekameters,  2  decimeters,  and  5  centi- 
meters," but  "one  thousand  fifty  meters  and  twenty-five  centimeters," 
just  as  "$1,050.25"  is  read  "one  thousand  fifty  dollars  and  twenty- 
five  cents." 

Area 

The  table  of  areas  is  formed  by  squaring  the  length  measures, 
as  in  our  common  system.  For  land  measure  10  meters  square  is 
called  an  are  (meaning  area).  The  side  of  one  are  is  about  33  feet. 
The  hectare  is  100  meters  square,  and,  as  its  name  indicates,  is  100 
ares,  or  about  2|  acres.  An  acre  is  about  0.4  hectare.  A  standard 
United  States  quarter  section  contains  almost  exactly  64  hectares.  A 
square  kilometer  contains  100  hectares. 

For  smaller  measures  of  surface  the  square  meter  is  used.  The 
square  meter  b  about  20  per  cent  larger  than  the  square  yard.  For 
still  smaller  surfaces  the  square  centimeter  is  used.  A  square  inch 
contains  about  6^  square  centimeters. 

Volume 

The  cubic  measures  are  the  cubes  of  the  linear  units.  The 
cubic  meter  (sometimes  called  the  stere,  meaning  solid)  is  the  unit  of 
volume.  A  cui)ic  meter  of  water  weighs  a  metric  ton  and  is  equal 
to  1  kiloliter.  The  cubic  meter  is  used  in  place  of  the  cubic  yard  and 
is  about  30  per  cent  larger.  This  is  used  for  "cuts  and  fills"  in  grading 
land,  measuring  timber,  expressing  contents  of  tanks  and  reservoirs, 
flow  of  rivers,  dimensions  of  stone,  tonnage  of  ships,  and  other  places 
where  the  cubic  yard  and  foot  are  used.  The  thousandth  part  of  the 
cubic  meter  (1  cubic  decimeter)  is  called  the  liter.  (See  table  of 
capacity  units.) 

For  very  small  volumes  the  cubic  centimeter  (c.c.  or  cm'.)  is  used. 
This  volume  of  water  weighs  a  gram,  which  is  the  unit  of  weight  or 
mass.    There  are  about  16  cubic  centimeters  in  a  cubic  inch.    The 
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cubic  centimeter  is  the  unit  of  volume  used  by  chemists  as  well  as 
in  pharmacy,  medicine,  surgery,  and  other  technical  work.  One 
thousand  cubic  centimeters  make  1  liter. 


Units  of 

Capacity 

milli-liter 

::=: 

.001  liter 

centi-liter 

= 

.01 

liter 

deci-liter 

= 

.1 

liter 

*LITER 

= 

1 

liter 

deka-liter 

= 

10 

liter 

hecto-liter 

= 

100 

liter 

kilo-liter        =   1,000  liter 

The  hectoliter  (100  liters)  serves  the  same  purpose  as  the  United 
States  bushel  (2,150.42  cubic  inches),  and  is  equal  to  about  3  bushels, 
or  a  barrel.  A  peck  is  about  9  liters.  The  liter  is  used  for  measure- 
ments commonly  given  in  the  gallon,  the  liquid  and  dry  quarts,  a  liter 
being  5  per  cent  larger  than  our  liquid  quart  and  10  per  cent  smaller 
than  the  dry  quart.  A  liter  of  water  weighs  exactly  a  kilogram,  i.  e., 
1,000  grams.     A  thousand  liters  of  water  weigh  1  metric  ton. 

Units  of  Weight  (or  Mass) 

milli-gram  =  0.001  gram 

centi-gram  =  .01  gram 

deci-gram  =  .1  gram 

GRAM  =  1  gram 

deka-gram  =  10  gram 

hecto-gram  =  100  gram 

fkilo-gram  =  1,000  gram 

Measurements  commonly  expressed  in  gross  tons  or  short  tons 
are  stated  in  metric  tons  (1,000  kilograms).  The  metric  ton  comes 
between  our  long  and  short  tons  and  serves  the  purpose  of  both.  The 
kilogram  and  half  kilo  serve  for  everyday  trade,  the  latter  being 
10  per  cent  larger  than  the  pound.  The  kilogram  is  approximately 
2.2  pounds.  The  gram  and  its  multiples  and  divisions  are  used  for 
the  same  purposes  as  ounces,  pennyweights,  drams,  scruples,  and 
grains.  For  foreign  postage,  30  grams  is  the  legal  equivalent  of  the 
avoirdupois  ounce. 

•One  liter  equals  1.05668  liquid  quarts  or  0,9081  dry  quarts. 
tOne  Idlogram  equals  2.204622  avoirdupois  pounds. 
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MEASURES  OF  TIME 


60  seconds  (sec.)  =  1  minute  (min.) 

60  minutes  =  1  hour  (hr.) 

24  hours  =  1  day  (d.) 

7  days  =  1  week  (w.  or  wk.) 

365  days  or  52  wks.  =  1  year  (yr.) 
12  months  (mos.)  =  1  year 

366  days  =  1  leap  year 
100  years  (yrs.)  =  1  century 


In  most  business  transactions  30  days  are  considered  a  month 
and  360  days  a  year. 

The  solar  year  is  exactly  365  d.  5  hrs.  48  min.  49.7  sec. 

A  common  year  consists  of  365  days  for  three  successive  years. 
Every  fourth  year,  except  as  noted  below,  one  day  is  added  for  the 
excess  of  the  solar  year  over  365  days,  and  we  have  366  days,  which 
make  what  is  called  a  lea'p  year.  The  extra  day  is  added  to  the  month 
of  February,  which  then  has  29  days. 

The  following  rule  for  leap  year  will  make  the  calendar  correct 
to  within  one  day  for  a  period  of  4,000  years. 

Every  year  exactly  divisible  hy  4  i^  '^  l^cby  year,  the  centennial 
years  excepted;  the  other  years  are  common  years.  Every  centennial 
year  exactly  divisible  by  JfiO  is  a  leap  year;  the  other  centennial  years 
are  common  years.  Thus  1904  ^^  ^  1^<^P  year,  but  1905  is  a  cormnon 
year;  also,  the  year  2000  is  a  leap  year,  but  1800  and  1900  are  common 
years. 

MEASURES  OF   MONEY 
United  States  Money 


10  mills  (mi.)  =  1  cent  (^) 

10  cents  =  1  dime  (d.) 

10  dimes  =  1  dollar  ($) 

10  dollars  =  1  eagle 


These  values,  with  the  exception  of  the  eagle,  apply  also  te 
Canadian   money. 
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English  Money 

4  farthings  (far.)  =5  1  penny  (d) 
12  pence  =  1  shilling  (s) 

20  shillings  =  1  pound  (£)  or  sovereign 

The  unit  of  English  money  is  the  pound  sterling,  the  value  of 
which  in  United  States  money  is  $4.8665. 

French  Money  Qerman  Money 

1  franc  =  $0,193  100  pfennig  =  1  mark  (Rm.)  =  $0,238 

MISCELLANEOUS  MEASURES 
Measures  of  Angles  and  Arcs 

60  seconds  (")  =  1  minute  (')  . 

60  minutes        =  1  degree  (°) . 

90  degrees         =  1  right  angle  or  quadrant 

360  degrees         =  1  circle 

Enumeration  Table 

12  units     =    1  dozen  (doz.) 

12  dozen    =    1  gross   (gr.) 

12  gross     =    1  great  gross  (gt.  gro.) 

Stationers'  Table 

24  sheets     =  1  quire  (qr.) 

20  quires     =  1  ream  (rm.) 

2  reams     =  1  bundle  (bdl.) 

5  bundles  =  1  bale  (bl.) 
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PART  II 


POWERS  OF  QUANTITIES 

80.  A  'power  of  any  quantity  is  the  product  obtained  by  multi- 
plying a  number  by  itself  a  certain  number  of  times.  In  order  to 
show  how  many  times  the  number  is  taken  as  a  factor,  a  small  figure, 
called  the  exponent,  is  written  above  and  to  the  right  of  the  number. 
Thus,  3*  shows  that  the  fourth  power  of  3  is  to  be  taken,  i.  e.,  that  3 
is  to  be  taken  four  times  as  a  factor.  The  second  power  is  called 
the  square,  the  third  power,  the  cube. 

Examples.     1.    Find  the  cube  of  21. 

Solution.     21  X  21  X  21  =  9261.     Ans. 

The  process  involves  merely  the  multiplication  of  21  by  itself 
and  the  resulting  product  again  by  21. 

Wherever  decimals  occur,  the  decimal  point  must  be  carefully 
placed.  Powers  of  quantities  less  than  1  are  smaller  than  the  quan- 
tity; thus,  the  cube  of  .5  is  .125. 

A  short  method  of  finding  the  square  of  numbers  ending  in  |  or 
5  has  been  given  in  Sec.  44,  P.  36. 

PROBLEMS  FOR  PRACTICE 
Perform  the  operations  indicated 

1.  47'       Ans.      2,209.  4.    2i6l'       Ans.     6.8121. 

2.  Ts'       Ans.  474,552.  5.    AS  Ans.  .002197. 

3.  71'       Ans.      5,041.  6.     .225^       Ans.  .050625. 

7.  A  shoe  manufacturer  built  a  three-story  factory  50  feet  wide 
and  120  feet  long.  At  one  corner  was  added  a  tower,  22  ft.  square 
(not  22  sq.  ft.)  and  two  stories  high.     What  was  the  total  floor  area? 

Ans.  18,968  sq.  ft. 

8.  A  factory  is  two  stories  high  and  its  total  floor  area  is  3,968 
sq.  ft.  How  many  machines,  each  requiring  a  clear  floor  space  11  ft. 
square,  will  most  nearly  occupy  two-thirds  of  the  floor  space? 

Ans.  22  machines. 
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ROOTS  OF  QUANTITIES 

81.  The  root  of  a  quantity  is  one  of  the  equal  factors  which, 
when  multiplied  together,  give  the  quantity.  If  a  certain  number  is 
used  twice  in  order  to  produce  another  number,  then  the  number 
first  mentioned  is  the  square  root  of  the  second.  If  the  first  number 
must  be  used  three  times  as  a  factor,  it  is  the  cube  root,  and  so  on. 
Thus  2  is  the  square  root  of  4,  for  2  X  2  =  4;  it  is  the  cube  root  of  8, 
for  2  X  2  X  2  =  8;  and  it  is  the  fifth  root  of  32,  for  2  X  2  X  2  X 
2  X  2  =  32.  _ 

The  radical  sign  i/  when  placed  before  a  number  shows  that 
some  root  of  it  is  to  be  taken.  This  root  is  shown  by  the  index,  a 
small  figure  placed  above  the  radical  sign,  thus  ^.  When  no  index 
is  written  the  square  root  is  always  understood. 

The  following  examples  show  the  meaning  of  sign  and  index: 


V 


81  =  9,  for  9  X  9  =  81 

27"  =  3,  for  3  X  3  X  3  =  27 

sT  =  3,  for  3  X  3  X  3    X  3  =  81 

32"=  2,  for  2  X  2  X  2  X  2  X  2  =  32 


The  roots  given  above  are  easily  found  by  inspection,  but  if  the 
number  is  large  or  if  the  root  is  not  a  whole  number,  then  the  process 
becomes  very  complicated,  except  in  the  case  of  square  root.  These 
higher  roots  are  found  by  logarithms  (see  appendix),  or  from  tables, 
but  the  process  of  obtaining  the  square  root  will  be  briefly  given. 

82.  Rules  for  Square  Root.  Point  off  the  given  number  into 
periods  of  two  figures,  beginning  at  the  decimal  point.  If  the  number 
contains  a  whole  number  and  a  decimal,  point  off  periods  to  the  left 
for  the  whole  number,  and  to  the  right  for  the  decimal,  annexing  a  cipher 
to  the  last  figure  of  the  decimal  if  necessary. 

Find  the  greatest  number  whose  square  does  not  exceed  the  left- 
hand  period.  This  figure  will  be  the  first  figure  in  the  root.  Subtract 
the  square  of  this  number  from  the  left-hand  period  and  to  the  remainder 
annex  the  next  period,  to  form  the  new  dividend. 

After  annexing  a  cipher  to  that  part  of  the  root  already  found  and 
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doubling  the  result,  place  the  quantity  thus  obtained  on  the  left  oj 
the  new  dividend  for  a  trial  divisor.  Ascertain  how  many  times  this 
divisor  is  contained  in  the  dividend,  and  write  the  quotient  as  the  next 
figure  of  the  root.  Then  add  the  number  just  placed  in  the  root  to  the 
trial  divisor,  and  multiply  the  completed  divisor  by  the  last  figure  in 
the  root.  Subtract  this  product  from  the  dividend,  and  to  the  remain- 
der annex  the  next  period  for  the  new  dividend,  etc. 

Continue  the  operation  until  all  the  periods  are  used. 

Note.    When  a  zero  occurs  in  the  root,  annex  a  zero  to  the  trial  divisor 
bring  down  another  period,  and  proceed  as  before 

Examples.     1.    Find  the  square  root  of  185,761. 

Solution.  The  periods  are  seen  to  be 
18,  57,  and  61.  The  largest  number  whose 
square  does  not  exceed  18  is  4.  Then  4  is  the 
first  number  of  the  quotient  and  its  square,  16, 

is  subtracted  from  18  leaving  a  remainder  of  2.  ^9^M(A.'\^ 

This  remainder  together  with  the  next  period  _  _  ^ 

gives  257  for  the  new  dividend.     Add  a  cipher  _2. 

to  4  and  double,  placing  80  to  the   left   of  fhe  80  +  3  =  83)  257 

dividend.     By  inspection,  3  is  found  to  be  the  249 

next  figure  of  the  quotient.     Add  3  to  80  and  860  +  l=86lT~861 

multiply  as  in  the  ordinary  process.     The  re-  oc-i 

mainder  is  8  and,  by  bringing  down  the  next  — - 

period,   the   new   dividend   861    is   obtained.  ^ 

Doubling  43  with  the  cipher  added,  it  is  seen 
that  the  new  divisor  is  contained  once  in  861 
without  a  remainder.  The  desired  square  root 
is,  therefore,  431. 


2.     Find  the  square  root  of  3,  carried  to  three  decimal  places. 

"3.000000(1.732+ 

Solution.    The    only    departure    from  — 

the  preceding  solution  to  be  noted  is  the  treat-  ^i)lyj\j 
ment  of  the  decimal  places.     Pointing  off  to  189 

left  and  right  from  the  decimal  point,  proceed  343)1100 
as  before.     This  gives  1.732  +  as  the  square  1029 

'■°°*'  3462)7100 

6924 

+ 
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Ans. 

719 

Ans. 

4,879 

Ans. 

23.194 

Ans. 

.58 

Ans. 

.347 

Ans. 

34.05 

Ans. 

1.4142 

Ans. 

27.7308 

Ans. 

999 

3.    ft. 

What  is 
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PROBLEMS  FOR  PRACTICE 

Find  the  square  root  of 

1.  516,961 

2.  23,804,641 

3.  538  to  three  decimal  places 

4.  .3364 

5.  .120409 

6.  1,159.4025 

7.  2  to  four  decimal  places 

8.  769  to  four  decimal  places 

9.  998,001 

10.  A  square  piece  of  land  contains  734,449  sq. 
the  length  of  each  of  its  sides?  Ans.  857  ft. 

11.  A  square  field  contains  1,016,064  sq.  ft,  ^Vhat  is  the  length 
of  each  side?  Ans.  1,008  ft. 

12.  A  square  piece  of  pavement  contains  48,841  stones  each 
with  a  face  six  inches  square.  What  is  the  length  of  one  side  of  the 
pavement?  Ans.  110  ft.  6  in. 

MENSURATION 

ANGLES 

83.  An  angle  is  the  measure  of  the  difference  in  direction  of 
two  lines.  The  lines  are  called  the  sides  and  the  point  of  meeting  is 
called  the  vertex.  Angles  are  usually  expressed  in  degrees  (°), 
minutes  ('),  and  seconds  ("). 

If  one  straight  line  meets  another  (at  some  point  not  an  extremity), 


3 


Fig.  9.    Right  Angle.  Fig.  10.    Acute  Angle.        Fig.  11.    Obtuse  Angle. 

Fig.  9,  so  that  the  two  angles  thus  formed  are  equal,  they  are  right 
angles  and  the  lines  are  perpendicular  to  each  other.  A  right  angle 
eon  tains,  by  angular  measure,  90°. 

An  acute  angle  is  less  than  a  right  angle.  Fig.  10. 

An  obttise  angle  is  greater  than  a  right  angle,  Fig.  11. 
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The  sum  of  all  angles  about  a  point  on  one  side  of  a  straight  1-ne 
is  equal  to  two  right  angles,  i.  e.,  180°. 

It  follows  that  the  sum  of  all  angles  about  any  point  is  equal  to 
four  right  angles  (360°). 

TRIANGLES 

84.  A  triangle  is  a  figure  enclosed  by  three  straight  lines,  Fig.  12. 
The  bounding  lines  are  the  sides,  and  the  points  of  intersection  of  the 


Fig.  12.    Triangle. 


Fig.  13.     Right  Triangle. 


sides  are  the  vertices.  The  angles  of  a  triangle  are  the  angles  formed 
by  the  sides.  The  sum  of  these  angles  is  always  equal  to  two  right 
angles.  ' 

A  right-angled  triangle,  often  called  a  right  triangle,  Fig.  13,  is 
one  that  has  a  right  angle.     The  longest  side  (the  one  opposite  the 


Fig.  14.     Graphical  Proof  of  the  Law  of  the  Right  Triangle. 


right  angle)  is  called  the  hypotenuse  and  the  other  lines  are  called 
sides  or  legs.  The  law  of  the  right  triangle  is  as  follows:  The 
square  of  the  hypotenuse  is  equal  to  the  sum  of  the  squares  of  the  other 
two  sides.  This  statement  is  true  only  for  right-angled  triangles, 
and  is  clearly  proved  by  Fig.  14. 
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The  base  of  a  triangle  is  the  lowest  side;  it  is  the  side  upon  which 
the  triangle  is  supposed  to  stand.  Any  side  may,  however,  be  taken 
as  the  base. 

The  altitude  of  a  triangle  is  the  perpendicular  drawn  from  the 
vertex  to  the  base,  e.  g.,  the  line  BD,  Fig.  12.  In  some  triangles  it  is 
necessary  to  produce  the  base  so  that  the  altitude  may  meet  it.  In 
a  right  triangle  one  leg  may  be  considered  the  base  and  the  other 
the  altitude.  For  example,  in  Fig.  13,  AC  is  considered  the  base  and 
AB  the  altitude. 

The  area  of  a  triangle  is  equal  to  one-half  the  product  of  the  base 
by  the  altitude. 

PROBLEMS  FOR  PRACTICE 

1.  Two  sides  of  a  right  triangle  are  respectively  8  and  6.  Find 
the  third  side.     Also  when  they  are  20  and  12.       Ans.  10;  23.32. 

2.  Find  the  area  of  a  triangle  whose  base  is  10  inches  and  alti- 
tude 16  inches,  first  in  sq.  inches,  then  in  sq.  feet. 

Ans.  80  sq.  in. ;  |  sq.  ft. 

3.  Suppose  the  base  of  the  Flat-iron  building  in  New  York 
to  be  a  right  triangle  whose  hypotenuse  is  200  feet  and  short  side  80 
feet.  Suppose  also  that  the  value  of  the  land  is  $1,500,000.  Find 
the  length  of  the  other  side  of  the  building  and  the  price  per  sq.  ft. 
of  the  land.  Ans.  183.3  feet;  $204.58  per  sq.  ft. 

PARALLELOGRAMS 

85.  A  parallelogram  is  a  four-sided  figure  whose  opposite  sides 
are  parallel. 

The  altitude  of  a  parallelogram  is  the  perpendicular  distance 
between  the  bases,  which  are  the  parallel  sides. 

There  are  two  important  classes  of  parallelograms,  viz,  rec- 
tangles and  squares. 

A  rectangle  is  a  parallelogram  whose  angles  are  right  angles, 
Fig.  15. 

A  square  is  a  rectangle,  all  of  whose  sides  are  equal.  Fig.  16. 

The  area  of  a  rectangle  is  equal  to  the  product  of  its  dimensions, 
i.  e.,  its  base  and  altitude.  The  dimensions  must  always  be  ex- 
pressed in  the  same  linear  units  and  the  area  will  then  be  given  in 
square  units  of  the  same  order.    For  example,  if  in  the  rectangle 
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Fig.  15,  the  long  side  is  40  ft.  and  the  short  side  25  ft.,  then  the  area 
of  the  rectangle  is  1,000  sq.  ft. 

The  area  of  a  square  is  evidently  equal  to  the  square  of  one  of 
its  sides. 

86.    Areas  which  are  met  in  commercial  work  can  usually  be 
treated  in  either  the  triangular  or  rectangular  form,  or  else  a  com- 


Fig.  15.    Rectangle. 


Fig.  16.    Square. 


Trapezoid. 


bination  of  the  two.  For  example,  Fig.  17,  known  as  a  trapezoid,  can 
be  considered  as  the  combination  of  the  two  triangles  AED  and  BCF, 
and  the  rectangle  CDEF.  Most  common,  however,  is  the  rectangular 
area  and  the  methods  of  treating  and  estimating  such  areas  in  the 
various  trades  are  given  briefly  below. 

87.  Painting  and  Plastering.  Painting  and  plastering  are 
usually  measured  by  the  square 
yard.  No  allowance  is  made  for 
windows  in  estimating  painting, 
as  the  painting  of  the  window 
sills  and  sashes  is  taken  to  make 
up  the  difference  in  area. 

The  allowance,  if  any,  which  shall  be  made  for  doors  and  windows 
when  estimating  plastering  is  usually  stated  in  the  contract  for  the 
work. 

PROBLEMS  FOR  PRACTICE 

1.  What  will  it  cost  at  25^  per  square  yard  to  plaster  the  walls 
and  ceiling  of  a  room  40'  X  20'  X  14',  allowing  20  sq.  yd.  for  open- 
ings? Ans.  $63.89. 

2.  What  will  it  cost,  at  23^^  per  sq.  yd.,  to  paint  the  outside 
walls  of  a  barn  50'  X  20'  X  30'?  The  ridge  pole  is  10  feet  above 
the  eaves,  that  is,  40'  above  the  ground.  Ans.  $112.44. 

88.  Roofing  is  usually  measured  by  a  unit,  100  square  feet  in 
area  called  the  square.  Shingles  are  usually  16  or  18  inches  long 
and  average  4  inches  in  width  and  are  put  up  in  bundles  of  250. 
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Vn+drv 


289  +  100 


Fig.  18.     Diagram  of  Barn. 


18-inch  shingles  are  generally  laid  so  that  5^  inches  of  their  length 
are  exposed,  i.  e.,  5^  inches  "to  the  weather."  16-inch  shingles  are 
generally  laid  4§  inches  to  the  weather. 

800  16-inch  shingles  or  700  18-inch  shingles  will  cover  a  square 
of  roof. 

The  sizes  of  slates  for  roofing  run  from  12  X  6  inches  to  24  X 
16  inches. 

Example.  What  is  the  cost  of  shingling  the  roof  on  the  building 
shown  in  Fig.  18,  if  16-inch  shingles,  costing  $.80  per  bundle,  are 
used  and  the  labor  is  estimated  at  $1.50  per  square? 

Solution.  The  height  from  top  of  wall  to  ridge  pole  is  15',  but 
the  eaves  project  enough  to  make  the  height  from  the  edge  of  the  eaves  17'. 
We  therefore  have  a  right  triangle,  having 
given  the  height  and  base  to  find  the  hypo- 
tenuse, which  is  the  width  AB  of  one  side  of 
the  roof. 

^3-9  = 

19.72  ft.  width  of  side  of  roof. 

19.72   X  80  =  1577.6  sq.  ft.  =  area 
of  side  of  roof. 

2  X  1577.6  =  3155  ft.  =  area  of  roof. 

3155  -V-  100  =  31.55,  say,  32  squares. 

800  16-inch  shingles  are  required  per  square. 

There  are  250  shingles  to  the  bundle.  800  ^  250  =  3.2  bundles  per 
square. 

At  $.80  per  bundle,  shingles  cost  3.2  X  $80  =  $2.56  per  square. 

Total  cost  per  square  =  cost  of  shingles  per  square  -f-  cost  of  labor  per 
square  =  $2.56  +  $1.50  =  $4.06. 

Total  cost  =  cost  per  square  times  number  of  squares. 

32  X  $4.06  =  $129.92.     Total  cost.     Ans. 

PROBLEMS  FOR  PRACTICE 

1.  How  many  bundles  in  5,000  shingles?  in  2,700  shingles? 

2.  How  many  slates  at  300  to  the  square  will  be  required  to 
cover  a  flat  roof  40  ft.  by  30  ft.?  Ans.  3  600  slates. 

3.  A  bam  is  30  ft.  wide  and  the  ridge  pole  is  60  ft.  in  length. 
If  the  rafters  project  2  feet  from  the  top  of  the  wall  and  the  height  is 
16  feet  from  top  of  wall  to  ridge  pole,  how  many  shingles  16"  X  4" 
will  be  needed?  Ans.  92-^  bundles. 

89.  Carpet  is  sold  by  the  yard.  Linoleum,  oilcloth,  etc.,  are 
usually  sold  by  the  square  yard     The  number  of  yards  of  carpet 
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required  for  a  room  will  depend  on  whether  the  strips  are  run  length- 
wise or  across  the  room.  Fractional  widths  of  carpet  are  not  sold; 
consequently  the  nearest  whole  number  of  widths  must  be  taken  in 
making  estimations. 

PROBLEMS  FOR  PRACTICE 

1.  How  many  yards  of  carpet  1  yd.  wide  will  be  needed  for  a 
floor  14  feet  long  by  14  feet  wide?  Ans.  23^  yds, 

2.  How  many  yards  of  carpet  will  be  needed  for  a  room  24 
feet  long  by  15  feet  wide,  the  strips  to  run  lengthwise?     Ans.  40  yds. 

3.  How  many  square  yds.  of  linoleum  will  be  required  to  cover 
a  floor  16  feet  3  inches  by  18  feet  6  inches?  Ans.  33.4  sq.  yds, 

90.  Flooring  is  usually  estimated  by  the  thousand  square  feet 
or  by  the  square.  Hardwood  flooring  is  2"  or  2|"  in  width  and  spruce 
flooring  is  4"  or  51"  in  width.  Allowance  must  be  made  for  the  waste 
in  tonguing  and  grooving  in  the  following  manner:  If  the  flooring 
is  less  than  3"  in  width  add  \  to  the  number  of  square  feet  of  floor 
surface;  and  if  more  than  3"  in  width,  add  \  to  the  floor  surface. 

PROBLEMS  FOR  PRACTICE 

1.  What  is  the  cost  at  $40.00  per  thousand  square  feet  of  hard 
wood  for  a  floor  24'  X  12'?  Ans.  $15.36. 

2.  Find  the  cost  of  a  spruce  floor  in  a  room  32  feet  by  24  feet 
if  the  lumber  costs  $29.25  per  M  and  the  total  cost  for  labor  is  $20.00. 

Ans.  $48.08. 

CIRCLES 

91.  A  circle  is  a  plane  figure  bounded  by  a  curved  line  called 
the  circumference,  every  point  of  which  is  equally  distant  from  a 
point  within  called  the  center,  Fig.  19. 

A  radius  of  a  circle  is  a  straight  line  joining  the 
center  with  the  circumference. 

A  diameter  of  a  circle  is  a  straight  line  drawn 
through  the  center,  terminating  at  both  ends  at  the 
circumference.  Fig.  i9.   Circle. 

An  arc  is  any  part  of  the  circumference  of  the  circle. 

It  is  proved  by  geometry  that  the  circvwference  of  a  circle  is 
3.1416  (or  approximately  -,-)  times  its  diameter.  Therefore  to  find 
the  circumference  of  a  circle  when  its  diameter  is  known,  multiply 
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the  diameter  by  -/.     Conversely,  to  find  the  diameter  of  a  circle  when 
its  circumference  is  known,  divide  the  circumference  by  ^-. 

To  find  the  area  of  a  circle,  multiply  the  square  of  the  radius 
by-^. 

PROBLEMS  FOR  PRACTICE 

1.  What  is  the  area  of  a  circle  whose  radius  is  4  inches?  What 
is  its  circumference?  Ans.  50.3  sq.  inches;  25.14  inches. 

2.  A  circular  room  required  414  square  yards  of  carpet  to  cover 
the  floor.     What  was  the  greatest  distance  across  it? 

Ans.  23  yds.  nearly. 

3.  What  is  the  radius  of  a  circle  whose  circumference  is  3.1416 
feet?  Ans.  .5  ft. 

4.  A  bass  drum  is  4  feet  in  diameter.  How  much  skin  is  re- 
quired for  the  two  heads  and  how  many  running  feet  of  wood  are 
there  in  the  rims?  Ans.  25.14  sq.  feet;  25.14  ft. 

RECTANGULAR  SOLIDS 

92.  A  rectangular  solid  is  a  solid  bounded  by  six  rectangular 

surfaces.  Fig.  20. 

When  these  rectangular  sides  are  square 
the  solid  is  called  a  cube,  Fig.  21. 

The  area  of  a  rectangular  solid  is  evi- 
dently the  sum  of  the  areas  of  its  six  sides. 

The  volume  or  cubical  covients  of  the 
solid  is  obtained  by  multiplying  together 
its  three  dimensions. 

93.  Lumber  is  sold  by  the  lumber  or  board 
foot,  which  is  a  board  1  foot  long,  12"  wide, 
and  1"  thick.  When  less  than  1"  in  thickness, 
the  lumber  is  rated  as  1";  when  more  than  1", 
it  is  rated  in  proportion  to  the  thickness.  Thus, 
a  2"  plank,  16'  by  12",  contains  32  lumber  feet.        pig.  21.   Cube. 


Fig.  20    Rectangular  Solid. 


PROBLEMS  FOR  PRACTICE 

1.  Find  the  number  of  cubic  yards  of  excavation  for  a  cellar 
72  X  40  X  8  feet.  Ans.  853.3  cu.  yds. 

2.  A  contractor  built  a  retaining  wall  of  masonry  600  ft.  long, 
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12  ft.  high,  and  3  ft.  thick.    How  many  cubic  yds.  of  stone  did  he  have 
to  allow  for  in  making  his  estimates?  Ans.  800  cu.  yds. 

3.  Find  the  number  of  feet  of  lumber  necessary  to  build  a  rec- 
tangular tank  without  cover,  20  X  20  X  12  ft.  high,  using  2"  lumber 
and  allowing  nothing  for  waste.  Ans.  2720  lumber  feet. 

4.  Find  the  number  of  lumber  feet  in  the  following: 

100  pes.  2"  X  4"  X  16'.  Ans.  1066f  feet. 

65  boards  1"  X  10"  X  12'.  Ans.      650  feet. 

250  joists  2"  X  12"  X  16'.  Ans.    8000  feet. 

500  boards  |"  X  14"  X  14'.  Ans.  8166f  feet. 

CYLINDERS 

94.  A  cylinder  is  a  solid  bounded  by  a  uniformly  curved  surface 
and  two  equal  parallel  circles,  Fig.  22.     To  find  the 

area  of  the  side  of  a  cylinder,  multiply  the  height  by 
the  circumference,  i.  e.,  height  X  diameter  X  -V-- 
The  total  area  of  a  cylinder  is  the  area  of  its  side  + 
tioice  the  area  of  its  circular  base. 

The  volume  of  a  cylinder  is  equal  to  the  area  of 
its  base  times  its  height  ^^^'^^^  ^y""^«^- 

SPHERES 

95.  A  sphere  is  a  solid  bound  by  a  curved  surface,  every  point 
of  which  is  equally  distant  from  a  point  within  called   the  center. 

The  area  of  the  surface  of  a  sphere  equals  the  product  of  the 
square  of  the  diameter  by  ■^, 

The  volume  of  a  sphere  equals  the  product  of  the  cube  of  ike 
diameter  by  ^x- 

COMMISSION  AND  BROKERAGE 

96o  An  agent  is  a  person  employed  to  transact  business  for 
another  person  who  is  called  the  principal. 

A  commission  merchant  is  an  agent  who  is  given  complete  con- 
trol and  possession  of  the  goods  of  his  principal  to  dispose  of  to  the 
best  of  his  ability,  and  in  his  own  name. 
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A  broker  is  an  agent  who  is  not  given  possession  of  goods,  but 
contracts  to  buy  or  sell  in  the  name  of  his  principal.  The  term 
broker  is  also  applied  to  a  person  who  buys  and  sells  stocks,  bonds,  etc. 

Commission  or  brokerage  is  the  sum  of  money  charged  by  the 
agent  for  transacting  business  for  his  principal. 

A  guaranty  is  an  additional  commission  sometimes  charged  by 
an  agent  for  assuming  a  risk,  or  guaranteeing  the  quality  of  the  article 
purchased  or  sold. 

The  consignor  is  the  person  who  ships  goods  to  another. 

The  consignee  is  the  person  to  whom  the  goods  are  shipped. 

The  gross  proceeds  of  a  sale  or  collection  is  the  sum  of  money 
received  by  the  agent  before  the  commission  and  other  charges  are 
deducted.  The  amount  remaining  after  the  commission  is  deducted 
is  called  the  net  proceeds. 

An  account  sale  is  a  written  statement  rendered  by  the  agent 
to  his  principal,  giving  in  detail  the  goods  sold  or  accounts  collected, 
together  with  the  price  obtained,  the  various  charges  and  expenses, 
and  finally  the  net  proceeds  due  the  principal. 

An  account  purchase  is  a  written  statement  from  the  agent  to 
his  principal,  showing  in  detail,  the  quantity,  quality,  and  price  of 
goods  bought,  together  with  the  expense  incurred,  and  the  total  or 
gross  cost  of  the  transaction. 

Examples.  1.  A  broker  bought  5,000  bushels  of  com  for  his 
principal  at  49f  ^  per  bushel  on  a  commission  of  |^  per  bushel. 
What  was  the  broker's  commission  and  what  did  the  com  cost? 

Solution. 

5,000  X  i  =  $12.50  the  commission. 

49|  +  i  =  50^  the  cost  per  bushel. 

5,000  X  $.50  =  $2,500.00  the  cost  of  the  com. 

2.     A  commission  merchant  charged  4^%  commission  and  2\% 
guaranty  for  selling  a  consignment  of  grain.      If  the  agent  received 
00  for  his  services  what  sum  should  the  principal  receive? 

Solution. 

^%  +  2|%  =  7%  the  total  per  cent  of  cost  which  is  equal 

to  $28.00. 
$28.00  -i-  7  =  $4.00  which  is  1%  of  the  amount  of  the  sale. 
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100  X  $4.00  =  $400.00  the  amount  of  the  sale. 

$400.00  -  $28.00  =  $372.00  the  net  proceeds  of  the  sale. 

PROBLEMS   FOR    PRACTICE 

1.  An  agent  receives  20%  on  all  goods  sold.  If  he  sold  1,500 
books  at  $2.75,  what  was  his  commission?  Ans.  $825.00. 

2.  A  man  bought  through  a  broker  2,000  bu.  of  corn  quoted 
at  42f  ^  per  bushel.  If  the  broker  charged  ^^  per  bushel  for  buying, 
what  did  the  wheat  cost  his  client?  Ans.  $860.00. 

3.  I  bought  6,000  lb.  of  butter  at  19^  and  2,500  doz.  eggs  at  21  ^. 
My  broker  charged  5%  for  buying.  What  did  the  consignment 
cost  me  if  freight  and  drayage  cost  $22.50.  Ans.  $1,770.75. 

4.  A  broker  bought  for  a  firm  of  merchants  1,650  bbl.  of  flour 
at  $4.72  on  a  commission  of  3%  Drayage  amounted  to  $25.65. 
What  was  the  cost  of  the  flour  to  the  merchants?  What  was  the 
average  cost  per  bbl.?  Ans.  (a)  $8,047.29  (b)  $4.88. 

COMMERCIAL  DISCOUNT 

97.  A  commercial  or  trade  discount  is  a  certain  %  reduction 
from  a  published  or  list  price. 

The  term  discount  is  used  to  represent  either  the  sum  of  money 
to  be  deducted,  or  the  rate  of  the  reduction. 

Many  manufacturers  and  jobbers  publish  a  catalogue  contain- 
ing a  description  of  their  goods,  with  the  cost  price  based  on  credit 
sales  or  time  payments.  In  order  to  avoid  the  publication  of  a  new 
catalogue  for  each  fluctuation  of  the  market,  they  announce  a  change 
in  the  rate  of  discount  on  the  list  price. 

The  rate  of  discount  often  depends  on  the  quantity  of  goods 
purchased,  large  buyers  receiving  a  larger  discount  than  small  buyers. 

Since  almost  all  bills  are  rendered  on  a  time  payment  basis,  a 
discount  is  often  granted  for  prompt  payment  or  for  payment  made 
within  a  stated  time. 

The  terms  of  the  discount  are  usually  written  at  the  head  of 
the  invoice.  If  payable  in  30  days  without  discount,  the  bill  reads, 
Terms  30  days  net  or  more  briefly,  iV/30.  If  the  bill  is  payble  in 
30  days  without  discount,  but  a  discount  of  2%  is  to  be  allowed  for 
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payment  in  10  days,  the  terms  may  read  2%  10  da.  net  30  da.,  or 
more  briefly,  2/10  N/30. 

98.  Discount  Series.  As  has  been  stated,  the  discount  de- 
pends on  the  fluctuation  of  the  market,  or  upon  the  amount  of  goods 
purchased,  etc.  Merchants  often  quote  two  or  more  discounts  to  a 
customer.    This  is  known  as  a  discount  series. 

For  example,  a  buyer  may  be  quoted  the  regular  price,  less  a 
discount  of  20%,  15%,  and  5%. 

This  does  not  mean  a  total  discount  of  40%,  but  one  rate  denotes 
a  discount  on  the  list  price,  the  second  rate  a  discount  on  what  re- 
mains after  deducting  the  first  discount,  the  third  rate  a  discount  on 
what  remains  after  deducting  the  second  discount,  and  so  on.  The 
order  in  which  the  discounts  are  computed  is  immaterial. 

The  list  price  of  goods  is  often  called  the  gross  price,  and  the 
remainder  after  the  discount  has  been  deducted  the  net  price. 

Examples.  1.  A  dealer  offers  cloth  at  $4.00  per  yard  subject 
to  a  discount  of  20%.     How  many  yards  can  be  bought  for  $64.00? 

Solution. 

20%  of  $4.00  =  $.80,  the  discount. 

$4.00  -  $ .  80  =  $3.20,  the  price  after  the  discount  is  de- 
ducted. 

For  $64.00  as  many  yards  may  be  bought  at  $3.20  per  yard 
as  $3.20  is  contained  times  in  $64.00,  namely  20.  There- 
fore 20  yards  may  be  purchased. 

2.  The  gross  amount  of  a  bill  of  goods  is  $960.65  subject  to 
a  discount  of  20%,  10%,  and  5%.  What  is  the  net  amount  of  the  bill? 

Solution. 

20%  of  $960.65  =  $192.13,  the  first  discount. 

$960.65  -  $192.13  =  $768.52,  the  amount  remaining  after 

the  first  discount. 
10%  of  $768.52  =  $76.85,  the  second  discount 
$768.52  —  $76.85  =  $691.67,  the  amount  remaining  after 

the  second  discount. 
5%  of  $691.67  =  $34.58,  the  third  discount. 
$691.67  -  $34.58  =  $657.09,  the  net  amount  of  the  bill. 
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Proof:     The  sum  of  the  three  separate  discounts  should  equal 
the  difference  between  the  gross  price  and  net  price. 

$192 .  13— First  Discount  $960 .  65— Gross  Price 

76.85— Second  Discount  657.09— Net  Price 

34 .  58— Third  Discount  $303 .  56— Total  Discount 


$303.56— Total  Discount 

PROBLEMS  FOR  PRACTICE 

1  A  bill  of  goods  is  bought  on  10  da.  time,  or  10%  off  for 
cash      If  the  price  is  $100.00,  what  cash  payment  will  settle  the  bill? 

2.  A  cabinet  is  marked  $18.00.  If  I  buy  it  at  this  price,  less 
16§%  for  cash,  what  does  it  cost  me?  Ans.  $15.00. 

3.  B  owes  A  $500.00,  due  in  30  da.  He  settled  at  once, 
receiving  a  discount  for  cash.  If  he  settled  for  $490.00  what  was 
the  per  cent  cash  discount?  Ans.  2%. 

4.  The  list  price  of  a  dozen  pairs  of  overalls  is  $5.00.  If  this 
price  is  subject  to  a  discount  of  15%  and  10%  what  is  the  net  selling 
price?  Ans.  $3.82. 

5.  A  hardware  merchant  sold  35  doz.  files  at  $3.25  less  50% 
and  5%,  15  dozen  hand  saws  at  $18  75,  at  the  same  discount,  and  200 
ft.  iron  pipe  at  $1.35,  less  16f%  and  15%.  What  was  the  net 
amount  of  the  bill?  Ans.  $378.87. 

6.  A  jobber  bought  goods  listed  at  $4,200.00,  less  25%  and 
15%.  He  sold  the  goods  at  the  same  list  price,  less  20%  and  20%. 
Did  he  gain  or  lose  and  how  much?  Ans.  Gain  $10.50. 

99.  The  Single  Equivalent  of  a  Discount  Series.  It  is  often 
desirable  to  express  a  discount  series  in  terms  of  a  single  discount. 
Referring  to  the  previous  problem,  what  single  discount  is  equivalent 
to  a  discount  series  of  20%,  10%,  and  5%?  The  gross  amount  is 
the  base,  and  therefore  its  rate  is  100%. 

100%  -  20%  =  80%,  the   per  cent  representing  the  first 

proceeds 
10%  of  80%  =  8%  the  second  discount. 
80%  —  8%  =  72%,  the  per  cent  representing  the  second 

proceeds 
5%  of  72%  =3.6%  the  third  discount. 
72%  -  3.6%  =  68.4%  the  net  proceeds. 
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That  is,  100%  -  68.4%  or  31.6%  is  the  single  discount  which 
is  equivalent  to  the  discounts  of  20%,  10%,  and  5%.  As  proof 
of  this,  take  68.4%  of  $960.65  and  the  result  is  $657.09,  the  same 
result  as  before. 

The  single  discount  equivalent  to  the  double  discount  of  20% 
and  10%  is  28%,  and  not  30%,  because  the  second  discount  is 
not  based  on  100%  but  100%?  -  20%  =  80%,.  But  the  sum  of  the 
two  discounts,  30%,  is  greater  than  the  single  discount,  28%,  by  an 
amount  equal  to  the  product  of  the  two  discounts,  10%  of  20%. 

Therefore,  to  find  a  single  discount  equivalent  to  a  double  dis- 
count, subtract  the  product  oj  the  two  discounts  from  their  sum.  For 
a  triple  discount,  proceed  as  before  and  then,  from  the  sum  of  the 
third  discount  and  the  equivalent  of  the  first  two  discounts,  subtract 
their  product.  For  example,  since  28%  is  equivalent  to  the  two 
discounts  20%  and  10%,  it  can  be  coupled  with  a  third  discount 
of  5%  as  follows : 

28%  +  5%  -  (5%  of  28%)  =  33%  -1.4%=  31 .6%. 

Therefore  31.6%  is  the  single  equivalent  of  a  discount  series  of  20%, 
10%,  and  5%. 

Examples.  1.  Find  a  single  eouivalent  of  a  discount  series  of 
20%,  25%,  and  20%. 

Solution. 

20  +  25  -  (20%  of  25)  =  45%  -  5%  =  40%,  the  single 

equivalent  to  the  double  discount  of  20%  and  25%. 
40  +  20  -  (20%  of  40)  =  60%  -  8%  =  52%.    Ans. 

2.  A  customer  was  offered  the  choice  of  a  discount  series  of 
50%,  10%,  and  10%,  or  a  single  discount  of  65%.  'Which  was  the 
better  offer,  and  by  what  per  cent? 

Solution. 

50  +  10  -  (50%  of  10)  =  60%  -  5%  =  55%. 
55  +  10  -  (10%  of  55)  =  65%  -  5.5%   =  59.5%. 

The  single  discount  offer  was  65%  and  the  single  equivalent  of 
the  series  was  found  to  be  59.5%.  Therefore  the  single  discount 
was  better  by  5.5%. 
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PROBLEMS  FOR  PRACTICE 

1.  Find  a  single  rate  of  discount  equivalent  to  a  series  of  25%, 
20%,  and  10%.  Ans.  46%. 

2.  The  list  price  of  a  bill  of  goods  was  $525.00  and  the  dis- 
counts allowed  were  33j%,  16f%,  and  10%.  What  was  the  equiv- 
alent discount?  Ans.  50%. 

3.  Goods  were  sold  subject  to  trade  discounts,  33^%,  25%, 
and  15%.  If  the  total  discount  allowed  was  $575.00,  what  was  the 
net  selling  price  of  the  goods?  Ans,  $425. 

4.  Which  is  better  and  how  much,  a  discount  series  of  20%, 
10%,  and  10%,  or  a  single  discount  of  40%? 

5.  Find  the  single  equivalents  of  the  discount  series,  (a),  10% 
and  5%,  and  (b),  5%  and  60%. 

6.  Find  a  single  equivalent  of  a  discount  series,  5, 10,  and  16%. 

MARKING  GOODS 

100.  Merchants  frequently  use  some  arbitrary  scheme  of  char- 
acters or  letters  in  marking  their  goods,  so  that  the  price  may  be 
unknown,  except  to  the  desired  persons.  This  scheme  is  called  a 
key. 

If  letters  are  used  in  the  key,  a  word  or  phrase  of  ten  different 
letters  is  adopted  to  represent  the  ten  numerals  1, 2, 3,  4, 5,  6,  7, 8, 9, 0. 

Many  merchants  use  two  keys,  one  for  the  cost  price,  and  one 
for  the  selling  price.  When  the  cost  price  involves  a  fraction  of  a 
cent,  the  fractional  part  is  usually  written  in  figures. 

When  a  figure  is  to  be  repeated,  as  5  in  $5.50,  instead  of  repeat- 
ing the  letter  which  stands  for  5,  it  is  customary  to  insert  an  arbitrary 
letter  called  a  repeater. 

Suppose  the  following  key  is  adopted: 

Cost  Price  Selling  Price 

AUTHORIZED  NACILBUPER 

1234567890  1234567890 

Repeaters  B  and  P  Repeaters  V  and  D 

The  first  key  [is  the  word  "Authorized"  and  the  second  one 
"Republican"  written  backwards. 

The  cost  and  selling  price  are  often  written  on  the  same  slip 
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or  tag  with  a  line  between,  the  cost  price  being  above  and  the  selling 
price  below. 

$H  AD 

For  example  .    '_  -  would  mean  a  cost  price  of  $4.10  and  a 

selling  price  of  $6.80,  because  the  figures  for  which  H,  A,  and  D 
stand  are  4,  1,  0,  etc. 

Suppose  an  article  is  marked       '      .  The  repeater  B  is  used 

in  the  cost,  which  means  that  the  figure  6,  represented  by  R,  is  to  be 
repeated.  Then  the  cost  price  is  $3.66|.  Since  the  repeater  V  is 
used  in  the  denominator,  we  would  have  for  the  selling  price  $4.88. 
Example.  Suppose  that  a  hat  which  costs  $2.25  is  to  be  marked 
to  sell  at  22%  gain.     What  should  be  the  marks  on  the  price  tag? 

Solution. 

22%  of  $2.25  =$.495  or  $.50  the  amount  of  gain. 

$2.25  +  .50  =$2,75  the  selling  price. 

Now  $2.25  would  require  the  marks  U.BO  and  $2.75  would 

require  A.UL.     Then,  the  marks  on  the  article  should  be  ■    '      ■ 

A.  U  j-j 

101.  Retailers  buy  many  articles  by  the  dozen,  and  sell  them 
by  the  piece. 

In  order  that  one  may  become  a  good  marker,  he  should  memorize 
the  decimal  equivalents  of  the  12ths,  from  1  to  11,  such  as  appear  in 
table  VI: 

TABLE  VI 


Twelfths 

Decimal  Valdb 

Twelfths 

Decimal  Valub 

1/12 

«.08i 

7/12 

S.58i 

2/12  =   i 

.        161 

8/12  =   1 

.661 

3/12  =   i 

.25 

9/12   =   f 

.75 

4/12  =   J 

.33  J 

10/12   =   § 

.83  J 

6/12 

.411 

11/12 

.911 

6/12  =   J 

.50 

12/12 

1.00 

Example.  At  what  price  must  an  article  which  costs  $500.00,  be 
marked  in  order  to  insure  a  net  gain  of  25%  and  provide  for  15% 
loss  through  bad  debts. 
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Solution. 

25%  of  $500.00  =  $125.00,  the  amount  of  the  net  gain. 

$500.00  +  $125.00  =  $625.00,  the  net  amount  to  be  re- 
alized, which  is  15%  below  the  selling  price. 

Now  $625.00  must  be  100%  -  15%  =  85%  of  the  selling 
price. 

$625.00  -7-  85  =  $735.29,  the  price  at  which  to  mark  the 
goods. 

In  the  solution  of  the  preceding  problem,  it  is  important  to  notice  that 
in  finding  the  net  amount  to  be  realized  on  a  basis  of  25%  gain,  the  cost  price 
is  the  base,  or  100%,  But  when  we  wish  to  find  the  selling  price,  this  ia  itself 
the  base  and  the  net  amount  to  be  realized  is  the  difference  between  the  base 
and  the  15%  loss  for  bad  debts,  or  85%  of  the  base. 

PROBLEMS  FOR  PRACTICE 

Use  the  keys  given  above  for  the  following  problems: 

1.  What  would  be  the  mark  on  the  ticket  for  an  article  costing 
$2.40,  to  be  sold  at  $3.50? 

2.  How  would  you  mark  goods  costing  $18.00  a  dozen  and  sold 
at  $2.25  apiece? 

3.  Gloves  costing  $12.00  per  dozen  pair  are  to  be  sold  by  the 
pair  at  an  advance  of  50%  on  the  above  cost.  How  should  the 
ticket  be  marked? 

4.  If  it  was  required  to  mark  goods  to  sell  at  25%  above  cost, 
how  would  you  fill  out  the  following  tickets: 

,  ,  A.UO     ,, ,  U.BD      ,  ,  H.OB     , ,,  D.OR|y 

(a)  ^ y  (b)  -^ y   (c)  ^ y  (d)  ^ y 

A.IO 

5.  What  would  you  ask  for  a  hat  marked     '       ?   What  was 

its    cost?  Q  prp 

6.  A  chair  was  marked       '       »    What  did  it  cost?     What  did 

".Liix 

it  sell  for? 

GAIN  AND  LOSS 

102.  The  sum  of  money  gained  or  lost  in  business  transactions 
is  usually  estimated  at  some  rate  per  cent  of  the  cost  of  the  goods,  or 
of  the  money  involved  in  the  transaction,  or  the  capital  invested. 

Evidently  the  basis  of  all  calculations  of  gain  or  loss  is  percent- 


331 


§2  COMMERCIAL  ARITHMETIC 

age  and  the  terms  used  include  the  familiar  ones  of  cost,  rate  per 
cent  of  gain  or  loss,  and  selling  price. 

Now  the  selling  price  of  an  article  is  equal  to  the  cost  price  plus 
the  gain,  or  the  cost  price  minus  the  loss.  Since  the  gross  cost  is 
taken  as  the  base,  or  100%,  the  rate  of  the  selling  price  of  an  article 
will  be  equal  to  100%  plus  the  rate  per  cent  of  gain,  or  100%  minus 
the  rate  per  cent  of  loss. 

103.  Rules.  The  selling  price  oj  an  article  is  equal  to  the 
'product  oj  the  cost  price  and  rate  per  cent  oj  the  selling  price. 

To  find  the  rate  per  cent  of  gain  or  loss,  divide  the  selling 
price  by  the  cost  price,  and  subtract  100%  jrom  the  quotient  thv^  ob- 
tained. 

Again,  ij  the  cost  price  be  subtracted  jrom  the  selling  price,  and 
this  difference  divided  by  the  cost  price,  the  quotient  will  be  the  rate 
per  cent  oj  gain  or  loss. 

If  the  selling  price  and  the  rate  per  cent  of  gain  or  loss  is  given, 
and  it  is  required  to  find  the  cost  price,  the  quotient  obtained  by 
dividing  the  selling  price  by  100 -\- the  rate  oj  gain,  or  100—  the  rate 
oj  loss,  will  give  the  cost  price. 

Examples.  1.  A  man  bought  a  farm  for  $8,000.00  and  made 
improvements  amounting  to  $1,500.00.  He  afterwards  sold  the  farm 
at  a  gain  of  12%.  What  was  the  selling  price  and  how  much  did 
he  gain? 

Solution. 

$8,000.00  +  $1,500.00  =  $9,500.00,  the  cost  price. 
12%  of  $9,500.00  =  $1,140.00,  the  amount  the  man  gained. 
$9,500.00  +  $1,140.00  =  $10,640.00,   the   selling   price   of 
farm. 

2.  A  merchant  sold  a  coat  for  $21.70  which  was  16f%  above 
cost.     What  was  the  cost  of  the  coat? 

Solution. 

100%  +  16f%  =»  116§%,  the  rate  of  the  selling  price. 
$21.70  -7-  1.16§  m)  =  $18  60. 

3.  What  per  cent  of  gain  is  realized  on  an  engine  costing 
61,850.00  if  the  selling  price  is  $2,109.00? 
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Solution  a. 

$2,109.00  --  $1,850.00  =  1.14=114%,  the  rate  per  cent  of 
selling  price. 

114%  -  100%  =  14%,  the  rate  of  gain. 
Solution  b. 

$2,109.00  -  $1,850.00  =  $259.00,  the  amount  gained- 

$259.00  --  $1,850.00  =  .14  =  14%,  the  rate  of  gain. 

PROBLEMS  FOR  PRACTICE 

1.     Fill  in  the  figures  in  the  gain  and  selling  price  columns: 


Cost 

Peb  Cent  of  Gain 

Gain 

Selling  Prick 

$    250 

10  % 

6,480 

m% 

2,750 

15  % 

4,890 

16f% 

1,960 

20  % 

6,470 

22Wo 

8,230 

25  % 

3,680 

30  % 

4,920 

m% 

2.  An  implement  dealer  sold  8  cultivators  at  $92.00  each; 
14  wagons  at  $85.00;  16  plows  at  $38.00.  If  they  cost  him  $1,700.00 
for  the  lot,  what  was  his  per  cent  gain? 

3.  A.  W.  Armstrong  &  Co.  had  merchandise  on  hand  that 
inventoried  $3,800.00.  During  the  next  month  they  bought  goods 
costing  $5,000.00  and  their  sales  amounted  to  $8,700.00.  The 
stock  on  hand  at  cost  prices  at  the  end  of  the  month  was  worth 
$3,000.00.    What  was  the  per  cent  of  gain  on  the  sales?     Ans.  50%. 

4.  Five  yards  of  cloth  valued  at  $2.25  a  yard  was  required  to 
make  an  overcoat.  The  cost  of  making  was  $45.00  per  dozen.  If 
the  gain   was   25%,   what  was   the   selling  price  of    each    coat? 

Ans.  $18.75. 

5.  A  merchant  bought  a  lot  of  goods  at  list  price,  less  25%, 
and  sold  them  at  5%  and  10%  off  the  list  price.  What  was  his  gain 
or  loss  per  cent? 

6.  I  own  a  city  lot  for  which  I  paid  $15,000.00.  If  I  paid  one 
year's  taxes  amounting  to  2%  of  \  of  the  cost  of  the  lot,  what  must 
I  sell  it  for,  to  gain  20%  on  the  deal? 
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7.  A  wagon  sold  for  $88.55,  which  was  15%  above  cost.  What 
was  the  cost?  Ans.  $77.00. 

8.  Goods  are  marked  12^%  above  cost.  What  is  the  cost  of 
an  article  marked  $25.75? 

9.  A  vase  was  sold  at  $33.25,  which  was  a  gain  of  33^%. 
^Vhat  was  its  cost? 

10.  A  jobber  bought  2,500  lbs.  of  steel  plates  at  a  discount  of 
15%  off  list  price  less  a  discount  of  2%  for  cash.  He  sold  them  for 
$250.00  and  made  a  profit  of  10%.  What  was  the  list  price  of  the 
plates? 

11.  I  bought  25  threaded,  forged  steel  pipe  flanges  and  sold 
them  for  $75.00,  which  netted  a  profit  of  16f%.  What  was  the 
price  I  paid  for  each? 

12.  A  man  sold  a  lot  of  fancy  shirts  at  a  profit  of  33^%.  At 
what  price  did  he  sell  each  shirt  if  they  were  billed  to  him  by  the  jobber 
at  $12.00  a  doz.  less  10%  and  5%  with  a  2%  cash  discount?  Ans.  $1.12, 

13.  Feb.  1st  I  received  the  following  bill  of  goods: 

300  bbl.  XXXX  Flour  @  $5.60  less  15%. 

100  bbl.  Pillsbury's  Best  Flour  @     6.10     "     10% 

200  bbl.  Gold  Medal  Flour  @     5.15    "      5% 

The  terms  were  2/10,  N/30,  cartage  charges  $12.00,  and  com- 
mission 2%.  If  the  bill  was  paid  Feb.  8th,  at  what  average  price  per 
barrel  must  I  sell  them  to  gain  25%  on  the  deal? 

INTEREST  i 

104.    Interest  is  a  sum  of  money  paid  for  the  use  of  money. 

The  principal  is  the  money  on  which  interest  is  calculated. 

Interest  is  calculated  at  a  certain  per  cent  of  the  principal, 
which  per  cent  is  called  the  rate. 

A  legal  rate  of  interest  is  a  rate  which  is  established  by  law, 
and  by  which  interest  is  calculated  in  cases  where  a  rate  is  not 
stipulated. 

By  common  consent  parties  may  agree  on  a  rate  greater  or  less 
than  the  legal  rate,  but  in  no  case  may  it  exceed  an  amount  estab- 
lished by  law,  known  as  the  maximum  rate.  Interest  charged  in 
excess  of  the  maximum  rate  is  called  usury. 

Interest  is  of  two  kinds,  known  as  simple  and  compound  interest. 
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SIMPLE   INTEREST 

Simple  interest  is  the  interest  paid  on  the  principal  during  the 
period  in  which  the  money  is  used,  and  may  be  either  common  or 
exact. 

105.  Common  Interest.  In  the  commercial  world  the  year 
is  assumed,  for  convenience,  to  consist  of  12  months  of  30  days  each, 
making  360  days  in  the  year.  When  interest  is  calculated  according 
to  this  short  year  it  is  called  common  or  ordinary  interest;  when  the 
full  year — 365  days — is  used,  it  is  called  exact  interest. 

A  very  common  rate  of  interest  is  6%  and  as  the  number  6  bears 
a  simple  relation  to  60  days  (2  mo.)  and  360  days  (12  mo.),  several 
easy  methods  may  be  devised  for  calculating  the  interest  at  any  rate 
and  for  any  time.  For  example,  the  interest  on  $1.00  for  1  yr.,  or  360 
da.,  is  $.06.  Then  for  60  days  or  |  of  a  year  the  interest  is  $.01.  But 
it  will  be  noticed  that  this  result  can  be  obtained  from  $1.00  by  simply 
moving  the  decimal  point  two  places  to  the  left.  If  this  rule  is  true 
for  the  amount  $1.00,  it  will  apply  equally  well  to  any  principal. 
Hence  the  rule:  To  find  the  interest  on  any  principal  at  6%  for  60  da., 
move  the  decimal  point  of  the  principal  two  places  to  the  left. 

The  interest  for  6  days  at  6%  will  evidendy  be  one  tenth  of  the 
interest  for  60  days.  Thus,  the  interest  on  $125  at  6%  for  60  days  is 
$1.25,  for  6  days  is  $.13,  and  for  1  day  is  ^  of  $.13  or  $.02|.  It  will, 
therefore,  be  noted  that  the  interest  at  6%  for  6  da.  is  .001  of  any 
principal  and  is  6  times  the  interest  for  1  da.  at  6%. 

PROBLEMS    FOR   PRACTICE 

Find  the  interest  on  each  of  the  following  for  60  da.  at  6% ;  for 
6  da.  at  6%: 

1.  $500.      3.    $383.      5.    $950.      7.     $275.        9.    $872. 

2.  $732.      4.    $157.      6.    $763.      8.     $310.      10.    $614. 

Find  the  interest  on  each  of  the  following  at  6% : 

L  $600  for    1  da.     4.  $900  for  30  da.       7.  $250  for    5  da. 

2.  $240  for    1  da.     5.  $660  for  24  da.       8.  $  60  for    3  da. 

3.  $360  for  12  da.     6.  $372  for  48  da.       9.  $720  for  25  da. 

106.  From  the  foregoing  discussion,  it  is  evident  that  ease  and 
rapidity  in  calculating  interest  depend  upon  the  ability  to  recognize 
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quickly  first,  the  relation  of  various  rates  of  interest  to  6%  as  a  standard 
rate,  and  second,  the  relation  of  periods  of  days  and  months  to  the 
60  day  or  6  day  periods.  The  following  relations  should  be  carefully 
noted : 

6%  increased  hy  \  of  itself  equals  9%,  hy  ^  of  itself  equals  8%, 
by  \  of  itself  equals  7|%,  by  I  of  itself  equals  7%. 

6%  decreased  by  ^  of  itself  equals  3%,  by  ^  of  itself  equals  4%, 
by  \  of  itself  equals  ^i%,  by  l  of  itself  equals  5%. 

6%  interest  may  be  changed  to  10%  by  dividing  by  6  and  moving 
the  decimal  point  one  place  to  the  right;  it  may  be  changed  to  any 
other  rate  by  dividing  by  6  and  multiplying  by  the  given  rate. 

To  establish  simple  relations  in  days  and  months,  note  the 
following:  90  da.  =  60  da.  +  ^  of  itself;  80  da.  =  60  +  ^  of  itself; 
75  da.  =  60  +  i  of  itself;  50  da.  =  60  -  |  of  itself;  8  da.  =  6  da. 
+  ^  of  itself;  73  da.  =  60  da.  +  10  da.  +  3  da.;  92  da.  =  60  da.  + 
30  da.  +  2  da.;  99  da.  =  60  da.  +  30  da.  +  6  da.  +  3  da. 

Examples.  1.  Find  the  interest  on  $900.00  at  4%  for  2  yrs". 
3  mo.  10  da. 

Solution.  6%  interest  for  60  da.  =  $9.00;  4%  for  60  da.  is  §  less  = 
$6.00. 

2  yrs.  interest  =  12  X  60  da.  interest  =  $72.00 

3  mo.  interest  =  1^  X  60  da.  interest  =       9.00 
10  da.  interest  =     J  X  60  da.  interest  =       1.00 

Total  interest  $82.00 

2.     Find  the  interest  on  $4,200  for  122  da.  at  6%. 
SoLTTTiON.     122  da.  =  (2  X  60  da.)  +  2  da.     6%  interest  for  60  da.  = 
$42.00. 

Hence  the  interest  for  2  X  60  da.  =  $84.00 

the  interest  for  2  da.  =       1.40 

Total  interest  $85.40 

PROBLEMS  FOR   PRACTICE 

Find  the  interest: 

1.  On  $660  for  4  mo.  at  5%.  7.  On  $375.50  for  54  da.  at  6%. 

2.  On  $240  for  27  da.  at  8%.  8.  On  $280  for  600  da.  at  2%. 

3.  On  $400  for  84  da.  at  9%.  9.  On  $765.50  for  240  da.  at  71%. 

4.  On  $660  for  65  da.  at  7%.  10.  On  $840  for  1  yr.  8  mo.  at  8%. 

5.  On  $850  for  180  da.  at  4%.  11.  On  $646.75  for  45  da.  at  7%. 

6.  On  $7500  for  3  mo.  10  da.  12.  On  $578.40  for  2  yrs.  7  mo.  at 

at  3%.  6%. 
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107.  The  rules  given  in  Sections  105  and  106  may  be  embodied 
in  a  general  rule,  which  can  often  be  used  to  good  advantage. 

Rule.  To  find  the  interest  for  any  number  of  days,  move  the 
decimal  point  of  the  principal  two  places  to  the  left,  multiply  by  the 
number  of  days,  and  divide  by 

(a)  90  when  the  rate  is  4%  (f  of  60  da.) 
(6)  72  when  the  rate  is  5%  (^  of  60  da.) 

(c)  60  when  the  rate  is  6%  (|  of  60  da.) 

(d)  45  when  the  rate  is  8%  (f  of  60  da.) 

(e)  40  when  the  rate  is  9%  (f  of  60  da.) 

Note  — Multiplications  and  divisions  should  be  indicated  and  cancella- 
tion used  whenever  possible. 

Example.     Find  the  interest  on  $650.00  at  8%  for  3  yrs.  4  mo. 
Solution.     3  yrs.  4  mo.  =  40  mo.  =  40  X  30  da. 

Interest  =  ^'^^  ^.f  ><  ^^   =  ?^  =  $173.33 

^^  3 

3 

PROBLEMS  FOR  PRACTICE 

Choose  from  the  above  methods  the  one  best  suited  to  each  of 
the  following  problems: 

1.  Find  the  interest  on  $450  at  6%  for  69  days;  for  1  da.;  for 
30  days.  Ans.  (a)  $5.18     (b)  $0,075     (c)  $2.25. 

2.  What  is  the  interest  on  $725  at  6%  for  25  da.?  for  6  mo.? 

3.  Find  the  interest  on  $365  at  3%  for  9  mo.  Ans.  $8.21. 

4.  Find  the  interest  on  $1,240  at  2%  for  80  da. 

5.  A  note  for  $1,684,  with  interest  after  3  mo.  at  8%,  was 
given  Nov.  2,  1901,  and  paid  Aug.  17,  1903.  What  was  the  amount 
due?    (Take  30  day  mo.  +  days  of  Nov.  and  Aug.) 

6.  A  man  borrows  $450  on  June  8  at  6%  and  $685  Oct.  17  at 
8%,    What  is  the  total  amount  he  owes  Dec.  15? 

7.  I  bought  a  lot  Aug.  1st.,  for  $4,500  and  agreed  to  pay  one- 
half  cash  and  the  rest  at  the  end  of  a  year,  with  interest  at  5%. 
What  was  the  total  amount  of  money  paid  for  the  lot? 

8.  A  banker  borrowed  $15,000  at  4%.  He  loaned  a  third  of  it 
at  8%,  a  third  at  7%,  and  a  third  at  6%.  What  was  his  gain  at  the 
end  of  8  months?  Ans.  $300.00. 
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9.  What  principal  at  4%  will  give  you  an  income  of  $500  per 
year?  Ans.  $12,500.00. 

10.  What  sum  of  money  put  to-day  at  5%  interest  will  amount 
in  2  yrs.  8  mo.  6  da.  to  $2,722.  Ans.  $2,400.00. 

108.  Exact  Interest.  Exact  interest  is  simple  interest  calcu- 
lated on  the  basis  of  365  days  in  each  common  year,  and  366  days  in 
each  leap  year. 

Since  the  commercial  year  of  360  days  is  used  in  calculating 

common    interest,  there  is   a  difference  of  five  days   or  -^—  =  -— 

of   a   common   year,  for  which  allowance  must  be  made  in  compar- 
ing common  and  exact  interest.     Now  in  the  commercial  year,  each 

day  is  ----  of  the  year  and  in  the  common  year  each  day  is  r^   of 

the  year.      It  is  therefore  evident  that  each  part  of  the  exact  year  is 

smaller  than  that  of  the  commercial  year  by    — -   of  a  commercial 

4  O 

year.    Consequently,  common  interest  is  — -  too  large.   On  the  basis 

of  these  considerations,  the  following  methods  for  calculating  exact 
interest  have  been  devised : 

Examples.     1.  Find  the  exact  interest  on  $150.00  at  5%  for  45 

days. 

Solution  a. 

$150.00  X    05  =  the  exact  interest  for  one  year. 

45 
Now  45  days  =.  -—  of  a  year. 

$150  X  .05  X  45       ,,  ...        .OAKA 

—   =  the  exact  mterest  tor  45  days. 


365 
$150  X  5  X  45 


=  $.92 


100  X  365 

Rule.     Multiply  the  principal  by  the  rate  a^  a  whole  number,  then 
by  the  number  oj  days  and  divide  by  100  X  365. 
Solution  h. 

5 
$1.50  X  /4^        $7.50 


n 


=    .937,  com.  int.  for  45  da. 


$.937  _  -rlL  =  $.92  exact  interest. 
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Rule.     Compute  the  common  interest  in  the  usual  manner  and 

subtract  —^  of  itself . 
to 

2     Find   the    exact   interest  on  $4,500   from  May  15,   1906, 
to  Dec.  28,  1906,  at  5%. 

Solution. 

The  number  of  days  will  be 

May      June      July      Aug.     Sept.     Oct.    Nov.     Dec. 
16    +    30   +   31   +  31   +  30  +    31  -f  30  +   28   =    227   days. 

$45.00  X  227 


72 


=  $141.88,  the  commercial  interest. 


©141    oo 

$141 .  88  -       „;,      =  $141 .  88  -  $1 .  94  =  $139 .  94,  the  exact  interest. 
73 

PROBLEMS   FOR   PRACTICE 

1.  Find  the  interest  on  $450  at  6%  for  1  da.;  for  30  da.; 
for  69  da.  What  is  the  difference  in  each  case  between  the  results 
in  this  problem  and  in  problem  1  of  Common  Interest? 

2.  What  is  the  interest  on  $730  at  5%  for  20  da.? 

3.  Find  the  interest  on  $360  at  3%  from  Jan.  1st.  to  Oct.  1st. 

Ans.  $8.08. 

4.  I  borrowed  $625  June  16,  1902,  at  5^%.  How  much  did 
I  owe  on  Apr.  3,  1904? 

5.  On  Feb.  25,  1903,  Jones  borrowed  $1,286  at  6%  interest. 
If  he  paid  principal  and  interest  to  date  on  March  15,  1905,  how 
much  did  he  pay? 

6.  Smith  borrows  $730  on  Oct.  7,  1901,  at  5%  and  $750 
at  7|%  Jan.  2  of  the  following  year.  What  was  his  total  indebted- 
ness on  Sept.  22,  1903?  Ans.  $1646.05. 

7.  A  pays  3%  interest  for  $30,000  and  lends  a  fourth  of  it 
at  6%  and  half  of  it  at  7|%.  After  holding  the  other  $7,500  for  6 
mo.  he  lends  it  at  5%.  What  was  his  gain  in  2  yr.  from  date  of  bor- 
rowing? 

8.  Aug.  4, 1909 , 1  bought  a  consignment  of  grain  for  $7,540 .  26 ; 
Nov.  8  I  sold  a  part  of  it  for  $2,500.50;  and  Jan.  25,  following,  I 
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sold  the  remainder  for  $7^54.74.     Money  being  worth  5%,  how 
much  did  I  gain  by  the  transaction?  Ans.  $2,061.97. 

9.     I  desire  to  provide  for  an  income  of  $50  per  month.     What 
principal  at  5%  interest  will  give  me  this  income? 

10.  What  sum  of  money  put  to-day  at  7^%  interest  will  amount 
in  3  yr.  9  mo.  3  da.  to  $3,700? 

COMPOUND  INTEREST 

109.  Compound  interest  is  interest  paid  on  the  sum  of  the  prin- 
cipal and  unpaid  interest.  Interest  may  be  compounded  annually, 
semi-annually,  or  quarterly. 

Compound  interest  is  employed  by  banking  institutions  and  life 
insurance  companies. 

The  method  of  calculating  the  compound  interest  on  any  sum 
may  be  illustrated  as  follows: 

Examples.  1.  What  is  the  compound  interest  on  $5,000  at  3%  for 
3  years  compounded  annually? 
Solution  o. 

$5000.00   the  first  principal. 
3%  of  $5000.00  =     150.00    "    interest  for  1st  year. 

$5150,00     "    second  principal. 
3%  of  $5150.00  =      154.50     "    interest  for  2nd  year. 

$5304.50     "    third  principal. 
3%  of  $5304.50  =      159.14    "    interest  for  3rd  year. 
$5463.64    "    final  amount. 
$5000.00     "    original  amount. 
$  463.64     "    compound  interest. 

Find  the  sum  of  the  interest  and  principal  for  the  first  given 
period.  Take  this  amount  as  a  new  principal  and  find  the  sum  of 
the  principal  and  interest  for  the  second  period.  Use  this  second 
amount  as  a  new  principal,  and  compute  the  amount  of  this  sum 
for  the  third  period,  etc.  The  final  amount  minus  the  original  sum 
is  the  compound  interest. 

Solution  b. 
The  interest  on  $1.00  for  1  yr.  at  3%  =  $1.00  X  .03.     The  first 
principal  +  interest  =  $1.00  +  ($1.00  X  .03)  =  $1.00  (1  +  .03) 
=  $1.03. 
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1.03  for  1  yr.  =  $1.03  X  .03.  The  second  prin- 
51.03  +  ($1.03  X.03)  =  $1.03  (1  +  .03)  =  ($1.03)2. 
i.OSy  for  1  yr.  =  ($1.03)^  X  .03.  The  third  prin- 
($1.03)2  _,.  [($1.03)2  X  .03]  =  ($1.03)2  (1  +  .03) 


The  interest  on  I 
cipal  +  interest  = 
The  interest  on  ($ 
cipal  +  interest  = 
=  ($1.03)^ 

If  $1.00  in  3  years  at  compound  interest  amounts  to  ($1.03)'  = 
$1.092727,  then  $5000.00  will  amount  to  $5000.00  X  ($1.03)'  = 
$5463.64.  $5463.64  -  $5000.00  =  $463.64  the  compound  interest. 
Hence  the  rule:  To  compound  interest  annually,  find  what  $1.00  will 
amount  to  in  1  yr.  at  the  given  rate.  Raise  this  amount  to  the  power 
corresponding  to  the  number  of  years'  interest  required  and  multiply  the 
result  by  the  given  principal.  Subtract  the  principal  and  the  remainder 
is  the  compound  interest. 

2.  Find  the  compound  interest  on  $3,250,00  at  4%  for  4  years, 
compounded  annually. 

Solution. 

The  amount  of  $1.00  for  1  yr.  at  4%  =  $1.04. 
The  amount  of  $1.00  for  4  yrs.  at  4%  compound  =  (1.04)^ 
$3,250.00  X  (1.04)^  =  $3,250.00  X  1.16986  =  $3,802.05. 
$3,802.05  -  $3,250.00  =  $552.05,  the  required  compound 
interest. 


TABLE  VII 

Compound  Interest 

Yk. 

2% 

2i% 

3% 

3*% 

4% 

4i% 

5% 

Yr. 

1 

1 .02000 

1 .02500 

1.03000 

1.03500 

1.04000 

1.04500 

1.05000 

1 

2 

1.04040 

1.05063 

1 .06090 

1.07123 

1.08160 

1.09203 

1.10250 

2 

3 

1.06121 

1.07689 

1 .09273 

1 . 10872 

1.12486 

1.14117 

1.15763 

3 

4 

1 .08243 

1 . 10381 

1.12551 

1.14752 

1 . 16986 

1.19252 

1.21551 

4 

5 

1 . 10408 

1.13141 

1.15927 

1 . 18769 

1.21665 

1.24618 

1.27628 

5 

6 

1.12616 

1.15969 

1 .  19405 

1.22926 

1.26532 

1.30226 

1.34010 

6 

7 

1 . 14869 

1 . 18869 

1.22987 

1.27228 

1.31593 

1.36086 

1.40710 

7 

8 

1.17166 

1.21840 

1.26677 

1.31681 

1.36857 

1.42210 

1.47746 

8 

9 

1 . 19509 

1.24886 

1.30477 

1.36290 

1.42331 

1.48610 

1.55133 

9 

10 

1.21899 

1.28009 

1.34392 

1.41060 

1.48024 

1.55297 

1.62889 

10 

11 

1.24337 

1.31209 

1.38423 

1.45997 

1.53945 

1.62285 

1.71034 

11 

12 

1.26824 

1.34489 

1.42576 

1.51107 

1.60103 

1.69588 

1.79586 

12 

13 

1.29361 

1.37851 

1.46853 

1.56396 

1.66507 

1.77220 

1.88565 

13 

14 

1.31948 

1.41297 

1.51259 

1.61870 

1.73168 

1.85194 

1.97993 

14 

15 

1.34587 

1.44830 

1.55797 

1.67535 

1.80094 

1.93528 

2.07893 

15 

16 

1.37279 

1.48451 

1.60471 

1.73399 

1.87298 

2.02237 

2 . 18287 

16 

17 

1.40024 

1.52162 

1.65285 

1.79468 

1.94790 

2.11338 

2.29202 

17 

18 

1.42825 

1.55966 

1.70243 

1.85749 

2.02582 

2.20848 

2.40662 

18 

19 

1.45681 

1.59865 

1.75351 

1.92250 

2.10685    2.30786 

2.52695 

19 

20 

1.48595 

1.63862 

1.80611 

1.98979 

2.19112    2.41171 

2.65330 

20 
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110.  When  the  period  during  which  the  interest  is  to  be  drawn 
is  long,  the  solution  of  the  problem  is  impracticable  without  the  use 
of  logarithms  or  compound  interest  tables.  The  latter  have  been  pre- 
pared, giving  the  amount  of  $1.00  at  various  rates  for  intervals  of 
time  from  1  to  40  years,  compounded  annually,  and  by  their  aid  the 
amount  of  any  principal  at  compound  interest  is  very  easily  obtained 
by  taking  from  the  table  the  amount  of  $1.00  for  the  given  time,  at 
the  given  rate,  and  multiplying  by  the  principal.  This  product  minus 
the  principal  is  the  compound  interest, 

111.  If  the  interest  is  compounded  semi-annually,  proceed  as 
follows:  Since  the  interest  for  6  months  at  4%  is  equal  to  the  inter- 
est for  one  year  at  2%,  then  interest  for  10  years  at  4%,  compounded 
semi-annually,  is  equal  to  the  interest  at  2%  for  20  years,  compounded 
annually. 

In  general,  therefore,  to  compute  the  compound  interest  on  any 
principal  compounded  semi-annually,  take  the  amount  of  $1.00 
at  I  the  given  per  cent  for  double  the  number  of  years,  and  multiply  this 
by  the  principal. 

If  the  interest  is  compounded  quarterly,  find  the  amount  of 
$1.00  at  one-fourth  the  per  cent,  for  four  times  the  number  of  years, 
and  multiply  this  number  by  the  principal. 

Example.  Find  the  interest  on  $2,000.00  at  5%  compounded 
semi-annually  for  10  years. 

Solution.  Referring  to  the  tables,  the  amount  of  $1.00  at  2^%  for  20 
yrs  (the  same  as  the  amount  of  $1.00  at  5fo  for  10  yrs.  compounded  annually) 
is  $1.63862. 

The  amount  of  $2,000.00  for  the  same  time  is 

$2,000.00  X  1.63862  =  $3,277.24 

$3,277.24  -  $2,000.00  =  $1,277.24,  interest  required. 

PROBLEMS    FOR    PRACTICE 

1.  Calculate  the  amount  of  $3,000.00  at  4%  compounded 
annually  for  7  years. 

2.  Find  from  the  table  the  amount  of  $1,650.00  placed  at  5% 
interest  and  compounded  annually  for  19  years. 

3.  Calculate  the  amount  of  $1,684.50  compounded  semi- 
annually at  5%  for  6  years. 

4.  Find  from  the  table  the  amount  of  $4,260.00  compounded 
semi-annually  at  4%  for  10  years.  Ans.  $6,330.15. 
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BANK  DISCOUNT 

112.  Bank  discount  is  a  sum  of  money,  deducted  from  the 
value  which  a  note  will  have  at  its  maturity,  as  payment  for 
cashing  or  buying  such  a  note  before  it  is  due.  The  sum  to  be  de- 
ducted is  the  simple  ii^terest  on  the  sum  due  at  maturity,  calculated 
for  the  number  of  days  from  the  date  of  discount,  to  the  date  of 
maturity. 

Bank  discount  is  computed  on  the  face  of  a  note  (the  amount 
for  which  it  is  drawn),  if  it  does  not  draw  interest,  or  on  the  face 
plus  the  interest  due  at  maturity,  if  it  is  an  interest-bearing  note. 

The  time  from  the  date  of  discount  to  the  date  of  maturity  is 
called  the  term  oj  discount. 

Since  the  bank  discount  is  computed  on  the  value  of  the  note  at 
its  maturity,  it  is  evident  that  this  value  is  the  principal.  In  true 
discount,  the  present  worth  is  taken  as  the  principal. 

The  proceeds  of  a  note  is  the  sum  of  money  received  by  the 
owner  for  the  discounted  note.  It  is  the  value  of  the  note  at  its 
maturity  minus  the  discount. 

Bankers  sometimes  use  what  is  called  a  maturity  table  in  finding 
the  value  of  notes  and  drafts  at  maturity. 

TABLE  VIU 
Maturity  Table 


1 

January    —   1 

13 

2 

February  +  2 

14 

3 

March       —   1 

15 

4 

April 

16 

6 

May          -   1 

17 

6 

June 

1-8 

7 

July          -   1 

19 

8 

August      —   1 

20 

9 
10 

September 

21 

October    —   1 

22 
23 

11 

November  • 

12 

December—  1 

24 

The  use  of  the  table  is  illustrated  as  follows : 
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Suppose  that  a  note  matures  8  mo.  from  June  12,  1906.  Re- 
ferring to  the  table,  June  is  the  6th  month.  8  +  6  ==  14.  The 
month  with  14  attached  is  Feb.  of  the  following  year.  Then  the 
note  is  due  Feb.  12,  1907. 

Note.  Whenever  the  number  of  months  is  found  in  the  column  to  the 
right  of  the  names  of  the  months,  that  indicates  that  the  note  is  due  in  the 
following  year.  If  the  number  is  in  the  left-hand  column,  the  note  is  due  in 
the  same  year. 

Again  suppose  it  is  desired  to  find  the  date  of  maturity  of  a  note 
payable  90  days  from  Feb.  6, 1909.  If  90  days  were  exactly  3  months, 
the  note  would  be  due  2  +  3  =  5  or  May  6,  1909,  since  Feb.  is  the 
second  month,  and  May  the  fifth.  But  according  to  our  table  Feb. 
lacks  2  days  of  30  days,  as  indicated  by  the  +2;  March  has  1 
more  than  30  as  indicated  by  the  -1.  We  must  then  add  2  —  1  or  1 
day  to  May  6  and  we  obtain  May  7,  1909,  as  the  date  of  maturity. 

113.  Bankers  frequently  use  a  time  table  for  finding  the  exact 
number  of  days  between  any  two  dates.  A  reproduction  is  shown 
in  Table  IX. 

TABLE  IX 


Fbom  Ant  Day 

To  THE  Same  Day  of  the  Next 

or 

Jan. 

Feb. 

Mar. 

Apr. 

May 

June 

July 

Aug. 

Sept. 

Oct. 

Nov. 

Dec. 

January 

February 

March 

365 

334 

306 

275 

245 

214 

184 

153 

122 

92 

61 

31 

31 
365 
337 
306 
276 
245 
215 
184 
153 
123 
92 
62 

59 
28 
365 
334 
304 
273 
243 
212 
181 
151 
120 
90 

90 
59 
31 
365 
335 
304 
274 
243 
212 
182 
151 
121 

120 

89 

61 

30 

365 

334 

304 

273 

242 

212 

181 

151 

151 

120 

92 

61 

31 

365 

335 

304 

273 

243 

212 

182 

181 

150 

122 

91 

61 

30 

365 

334 

303 

273 

242 

212 

212 

181 

153 

122 

92 

61 

31 

365 

334 

304 

273 

243 

243 

212 

184 

153 

123 

92 

62 

31 

365 

335 

304 

274 

273 

242 

214 

183 

153 

122 

92 

61 

30 

365 

334 

304 

304 

273 

245 

214 

184 

153 

123 

92 

62 

31 

365 

335 

334 
303 

?75 

April 

?44 

May 

214 

June 

183 

July 

153 

August 

September 

October 

November 

December 

122 
91 
61 
30 

366 

The  exact  number  of  days  from  a  day  of  one  month  to  the  cor- 
responding day  of  another  month  is  the  number  found  at  the  inter- 
section of  a  line  extending  horizontally  from  the  month  in  which  the 
note  is  made  with  a  line  extending  vertically  from  the  month  in  which 
the  note  is  due.  Thus,  the  exact  number  of  days  from  Sept.  5  to 
Dec.  5  is  found  at  the  intersection  of  the  horizontal  row  in  which  Sept. 
is  written,  with  the  vertical  column  for  Dec,  or  91  days. 
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Again,  the  number  of  days  from  Nov.  12  to  May  12  is  found 
in  the  same  manner,  to  be  181. 

Examples.  1. 

Chicago,   May  3,  1908. 

Ninety  days  after  date,  I  promise  to  pay  James  Smith  or  bearer, 

30 
Seven  Hundred  Ninety  and  — >   Dollars,   with    interest    at    6%. 

Value  received.  Thomas  Gibson. 

The  above  note  was  sold  June  24,  1908,  at  8%  discount.  Fmd 
the  discount  and  the  proceeds. 

Solution.  90  days  after  date  of  note,  May  3,  is  found  from  Table  VIII 
to  be  Aug.  1. 

The  interest  at  6%  on  the  note  at  maturity,  i.  e.,  for  90  da.,  is  equal  to 

$7.90  +  4  of  itself  =  $11.85. 

$790.30  +  $11.85  =  $802.15  the  value  of  the  note  at  maturity. 
From  June  24  to  Aug.  1  there  are  38  days,  the  term  of  the  discount 
The  interest  on  $802.15  at  8%  for  38  da.  is 
$8.02  X  38  ^  ^g^^^  ^^^  discount. 

45 
$802.15  -  $6.77  =  $795.38,  the  proceeds. 

2.  A  note  for  $1,800.00  dated  June  16, 1908,  bearing  6%  in- 
terest, and  payable  4  months  after  date,  was  discounted  June  29, 
at  6%.    What  is  the  bank  discount,  and  the  proceeds? 

Solution.  Since  the  note  is  due  in  4  months  the  date  of  maturity  is 
(6  +  4  =  10)  or  Oct.  16. 

The  interest  on  $1,800  .00  for  4  mo.  at  6%  is  $18.00  X  2  =  $36  .00. 

$1,800.00  +  $36  .00  =  $1,836.00,  the  value  of  the  note  at  maturity. 

The  term  of  discount  (exact  number  of  days),  as  found  by  Table  IX, 
is  122  -  13  =  109  da. 

The  interest  on  $1,836  .00  for  109  da.  at  6%  is 

$18.36  X  109  ,  ,     ,. 
^ =  $33.35,  the  bank  discount. 

$1,836.00  -  $33.35  =  $1,802.65,  the  proceeds, 
PROBLEMS  FOR  PRACTICE 

1.  Find  the  date  of  maturity  of  a  note  dated  March  5,  1909, 
and  payable  in  90  days. 

2.  From  Table  IX  find  the  exact  number  of  days  from  July 
23  to  Nov.  2.  I 
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3.  Chicago,  Apr.  16,  1909. 

Sixty  days  after  date  I  promise  to  pay  Abner  Brown  or  bearer, 

17 
Eight  Hundred  Sixty-four  and  — -  Dollars,  with    interest    at   ^%. 

Value  received.  Henry  Ames. 

The  above  note  was  sold  May  3,  1909,  at  7%  discount,  Find 
the  discount  and  the  proceeds. 

4.  Find  the  proceeds  of  a  note  for  $4,500.00  bearing  no  interest 
and  payable  in  84  days,  which  is  discounted  at  6%. 

TO  FIND  THE  FACE  OF  A  NOTE 

114.  To  find  the  face  of  a  note,  the  proceeds,  time,  and  rate  of 
discount  being  given. 

Example.  I  owed  a  firm  $750.00  and  in  payment  thereof,  I 
drew  a  90  day  note,  the  proceeds  of  which,  when  discounted  at  6%, 
equaled  the  debt.     What  was  the  face  of  the  note? 

Solution. 

Suppose  the  face  of  the  note  to  be  $1.00. 

The  bank  discount  on  $1 .00  for  90  da.  =  .01  X  li  =  $.016 

The  proceeds  of  $1.00  =  $.985 

The  actual  proceeds  =  $750.00 

$750.00  -^  $.985  =  $761.42,  the  face  of  the  note. 

Hence  the  rule: 

Divide  the  proceeds  hy  the  'proceeds  of  $1.00  for  the  given  time  at 
the  given  rate. 

lis.  To  find  the  face  of  a  note,  the  bank  discount,  time,  and 
rate  being  given. 

Example.  The  holder  of  a  note,  dated  Oct.  15,  1908,  and  pay- 
able 4  mo.  after  date,  had  it  discounted  at  a  bank  Dec.  17,  at  8%. 
What  was  the  face  of  the  note  if  the  bank  discount  was  $19.60? 

SoLtrTiON.  The  date  of  maturity  of  the  note  is  Feb.  15,  1909.  The 
term  of  discount  is,  therefore,  60  days. 

Bank  discount  on  $1.00  at  8%  for  60  da.  is  $  .01  +  §  of  itself  =  $  .OIJ. 

The  actual  bank  discount  =  $19.60 

Therefore,  $19.60  -i-  $  .01§  =  $1,470.00,  the  face  of  the  note. 

Hence  the  rule : 

Divide  the  bank  discount  by  the  bank  discount  of  $1.00  for  the 
given  time  at  the  given  rate. 
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1.  O.  W.  Jenkins  owed  me  $825,  and  in  payment  thereof  drew 
a  90  day  note,  the  proceeds  of  which,  when  discounted  at  7%,  equaled 
the  debt.     What  was  the  face  of  the  note? 

2.  A  60  day,  5%  interest-bearing  note  was  discounted  10  days 
after  date.     The  discount  rate  was  6%  and  the  bank  discount  was 

5.60,  what  was  the  face  of  the  note  ?  Ans.  $2,213.55. 


INTEREST  ON  DAILY  BALANCE 

116.     Example.     Find  the  interest  at  4%  on  the  daily  balances 
as    shown  by  the  following  bank  account:* 


Bank  Account  Current 

Days  on  Interest 

Products 

1908 

Dr. 

Cr. 

Balances 

Cr. 

Jan. 

3 

600 

00 

Jan. 

20 

600 

00 

Jan.  20  -  Jan.  3  =  17  da. 

500  X  17 

8500 

Jan. 

30 

200 

00 

Jan.  30  -  Jan.  20  =  10  da. 

1100  X  10 

11000 

Feb. 

9 

250 

00 

Feb.  9  -  Jan.  30  =  10  da. 

900  X  10 

9000 

Feb. 

26 

100 

00 

Feb.  26  -  Feb.  9=17  da. 

1150  X  17. 

19550 

Mar. 

15 

300 

00 

Mar.  15  -  Feb.  26  =  18  da. 

1050  X  18 

18900 

Mar. 

31 

400 

00 

Mar.  31  -  Mar.  15  =  16  da. 

1350  X  16 

21600 

9 

84 

Interest 

90)88550 

959 

84 

1659 

84 

Balance 

$9.84  Int. 

1669 

84 

Solution.  The  method  used  in  the  solution  of  the  above  problem  ie 
that  given  under  Common  Interest,  Section  107,  except  that  the  order  of 
procedure  is  changed.  The  various  principals  are  multiplied  by  the  respective 
number  of  days;  these  products  are  then  added  together  and  the  sum  divided 
by  the  factor  90  (the  proper  factor  for  4%  interest),  and  finally  the  decimal 
point  of  this  quotient  is  moved  two  places  to  the  left,  giving  the  total  interest. 


♦The  bookkeeping  terms — account  and  balance — and  the  general  form  of  a  ledger 
account,  are  assumed  to  be  fairly  weAl  understood.  A  debit  is  an  item  placed  againai  a 
man's  account,  i.  e.,  something  he  must  pay.    A  credit  is  an  item  in  hia  favor. 
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Thus: 

500,  the  first  credit,  is  on  interest  from  Jan.  3  to  Jan  20,  an  interval 
of  17  da. 

500  X  17  =  8,500. 

On  Jan.  20,  $600  more  is  credited. 

$500  +  $600  =  $1,100,  the  sum  on  interest  from  Jan.  20  to  Jan.  30,  an 
interval  of  10  da. 

1,100  X  10  =  11,000. 

This  is  continued  until  all  of  the  items  of  the  account  are  taken  care  of. 

It  will  be  noticed  that  as  each  credit  or  debit  is  posted  to  the  ac- 
count, the  product  of  the  previous  balance  and  the  number  of  days  is 
carried  out  in  the  right-hand  column. 

Finally  88,550  ^  99  =  984. 

984  ^100  =  $9.84,  the  final  interest  credit. 

$950.00  +  $9.84  =  $959.84,  the  balance  due  the  depositor  on 

March  31. 

PROBLEMS  FOR  PRACTICE 

1.  Jan.  1, 1908,  A.  L.  Dill's  balance  with  the  Kenwood  Mutual 
Bank  was  $2,474.85.  He  made  the  following  deposits:  Jan.  23, 
$463.25;  Feb.  18,  $235;  Mch.  15,  $180.  He  also  drew  out  by  checks 
as  follows:  Feb.  1,  $832;  Mch.  3,  $129.50;  Apr.  20,  $16.45;  June  16, 
$500.     What  was  his  balance  June  20,  with  interest  at  3%  to  date. 

2.  The  Illinois  Tide  &  Trust  Co.  allows  interest  on  daily 
balances  at  2%  per  annum.  The  institution  had  the  following  ac- 
count with  M.  J.  Forgan:  June  16,  1908,  deposited  $1,640;  July  2, 
drew  out  $675;  July  29,  drew  out  $25;  Aug.  17,  deposited  $250; 
Sept.  30,  drew  out  $45.    What  was  the  cash  balance  on  Jan.  1, 1909? 

PRESENT  WORTH  AND  TRUE  DISCOUNT 

1 17.  The  present  worth  of  a  debt  due  at  some  future  time  with- 
out interest,  is  a  sum  of  money  which,  if  put  at  simple  interest 
to-day,  will  amount  to  the  debt,  at  the  time  it  is  due.  The  present 
worth  of  a  debt  is  its  present  value. 

The  problem  of  present  worth  is  a  problem  in  percentage  and 
interest,  in  which  the  debt  is  the  amount,  the  present  worth  is  the 
principal,  and  the  time  is  from  the  present  to  the  date  of  maturity. 

True  discount  is  the  difference  between  the  amount  of  a  debt 
due  at  some  future  time,  and  its  present  worth. 

Example.     What  is  the  present  worth  of  a  note  for  $2,000  due 
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in  1  year  7  mo.  15  da.,  without  interest,  if  money  is  worth  6%  inter- 
est?    What  is  the  true  discount  if  the  note  is  paid  to-day? 

Solution.     1  yr.  7  mo.  15  da.  =  360  +  210  +  15  =  585  days. 

$0.01  X  585 

-gQ- — — =  $.0975,  the  interest  on  $1 .00  for  1  yr.  7  mo.  15  da.  at  6% 

The  amount  is  $1  +  $.0975  =  $1  .0975 

2000 
1~0975  ~  $1,822.32,  the  present  worth. 

$2,000  -  $1,822.32  =  $177.68,  the  true  discount. 

Hence  the  rule: 

To  find  the  'present  worth  of  any  debt,  find  the  amount  of  SI. 00 
at  the  prevailing  or  agreed  rate  of  interest,  for  the  time  from  the 
present  to  the  date  of  maturity  of  the  note  or  debt  Divide  this  amount 
into  the  value  of  the  debt  and  the  quotient  is  the  present  worth.  The 
debt,  minus  the  present  worth  is  the  irv£  discount. 

If  the  debt  is  to  draw  interest,  the  sum  of  money  on  which  the 
present  worth  is  computed  is  the  amount  of  the  debt  at  its  maturity. 

Example.  Given  a  note  for  $3,200  payable  in  6  months  with 
interest  at  6%  per  annum;  what  will  be  its  present  worth  three 
months  after  it  is  made,  money  being  worth  8%  per  annum  ? 

Solution.     The  interest  on  $3,200  for  six  months  is  $32  .00  X3=  $96 .00 

The  amount  is  $3,200  +  $96.00  =  $3,296.00 

The  interest  on  $1 .00  at  8%  for  3  mo.,  is 

$0.01    X  90 

45 =  $.02 

The  amount  of  $1 .00  is  $1 .02 

$3,296  .00  -^  1 .02  =  $3,231 .37,  the  present  worth 

$3,296.00  -  $3,231.37  =  $64.63,  the  true  discount. 

PROBLEMS  FOR  PRACTICE 

1.  What  is  the  present  worth  of  a  note  for  $1,500  due  in  2  yr. 
6  mo.  20  da.,  without  interest,  if  money  is  worth  6%  per  annum? 
What  is  the  true  discount  if  the  note  is  paid  to-day  ? 

2.  If  a  note  be  given  for  $2,500,  payable  in  9  months,  with 
interest  at  6%,  what  will  be  its  present  worth  6  months  after  it  is 
made,  money  being  worth  7%  per  annum? 

3.  I  give  a  note  for  $1,650,  payable  in  6  mo.  with  interest  at 
8%.  WTiat  will  be  its  present  worth  4  mo.  after  it  is  made,  money 
being  worth  8%  per  annum? 
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PARTIAL  PAYMENTS 

1 18.  A  partial  payment  on  a  debt  is  a  payment  of  only  a  part 
of  the  debt.  Such  a  payment,  if  on  a  note  or  bond,  is  usually 
acknowledged  by  indorsing  on  the  back  of  the  paper  the  amount  and 
date  of  the  payment. 

119.  The  United  States  Method.  The  Supreme  Court  of  the 
United  States  has  adopted  a  method  of  figuring  partial  payments 
known  as  the  United  States  method.  This  has  been  made  the  legof 
method  in  most  of  the  states  and  is  used  when  the  note  runs  for  more 
than  a  year. 

The  essential  characteristics  of  this  method  are:  (1)  When  a 
partial  payment  is  made,  the  money  must  first  be  applied  to  the 
payment  of  the  accrued  interest;  the  balance,  if  any,  is  then  applied 
to  the  reduction  of  the  principal. 

(2)  When  any  payment  less  than  the  accrued  interest  is  made, 
this  payment  is  held  in  reserve,  the  principal  remaining  unaltered 
until  a  payment  is  made,  which,  in  addition  to  the  previous  reserved 
payment  or  payments,  exceeds  the  accrued  interest.  The  interest  is 
then  paid  and  the  balance  of  the  payments  applied  to  the  principal . 

Example. 
$1,000.00.  Chicago,  Feb.  5,  1906. 

March  3,  '09,  I  promise  to  pay  James  Smithson,  One  Thousand 
Dollars,  with  interest  at  6%,  value  received. 

Frank  Jones. 

The  following  indorsements  appeared  on  the  note:  July  3,  1906, 
$250.00;  Aug.  1,  1907,  $200.00;  Sept.  2,  1908,  $150.00;  Dec.  2,  1908, 
$5.00;  Feb.  1,  1909,  $50.00. 

How  much  will  be  due  on  the  note  at  maturity? 

Solution. 

Face  of  the  note  $1,000.00 

Interest  from  Feb.  5  to  July  3  (4  mo.,  28  da.)  24.67 

Amount  due  on  July  3,  '06  $1 ,024 .  67 

First  payment  to  be  deducted  250.00 

New  principal  bearing  interest  from  July  3,  '06  $774.67 

Interest  from  July  3,  '06  to  Aug.  1,  '07  (12  mo.,  28 

da.)  50.09 

Amount  due  on  Aug.  1,  '07  $824.76 
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Amount  due  on  Aug.  1,  '07  $824.76 

Second  payment  to  be  deducted  200 .  00 

New  principal  bearing  interest  from  Aug.  1,  '07  $624.76 
Interest  Aug.  1,  '07  to  Sept.  2,  '08  (13  mo.,  1  da.)     40.72 

Amount  due  Sept.  2,  '08  $665 .  48 

Third  payment  to  be  deducted  150 .  00 

New  principal  bearing  interest  from  Sept.  2,  '08  $515.48 

Interest  from  Sept.  2,  '08  to  Dec.  2,  '08  (3  mo.)  7 .  73 
Since  this  interest  is  greater  than  the  payment  of 

$5 .  00  the  principal  remains  unchanged 
Interest  on  $515.48  from  Dec.  2  '08  to  Feb.  1,  '09 

(1  mo.,  29  da.)                                       ,  507 

Amount  due  Feb.  1 ,  '09  $528 .  28 

Third  and  fourth  payments  ($5 .  00  +  $50 .  00)  55 .  00 

New  principal  bearing  interest  from  Feb.  1,  '09  $473.28 
Interest  from  Feb.  1,  '09  to  March  3,  '09  (1  mo. 

2  da.)  2.52 

Amount  due  March  3,  *09  $475 .  80 
A  much  shorter  and  clearer  presentation  of  this  solution  may  be 
made  in  tabular  form  as  shown  below. 


Dates 

Interest 
Periods 

Per 

Cents 
OP  In- 
terest 

Principals 

Interests  on 
Principals 

Amounts  op 
Principals 

Pat- 

Ye. 

Mo. 

Da. 

Yb. 

Mo. 

Da. 

1906 

2 

5 

1906 

7 

3 

0 

4 

28 

.0247 

$1000.00 

$24.67 

$1024.67 

$250 

1907 

8 

1 

1 
1 

0 

28 

.0647 

774.67 

50.09 

824.76 

200 

1908 

9 

2 

1 

1 

.065 

624.76 

40.72 

665.48 

150 

1908 

12 

2 

0 
0 

3 

1 

0 
29 

.015 

515.48 

7.73 

5 

1909 

2 

1 

.0098 

515.48 

5.07 

528.28 

50 

1909 

3 

3 

0 

1 

2 

.0053 

473.28 

2.52 

475.80 

3 

0 

28 

3 

0 

28 

$.1845 

$130.80 

$475  .  80  Balance  due  March  3.  '09 

It  will  be  observed  that  the  first  two  main  columns  must  check 
if  the  interest  periods  have  been  properly  calculated.  Also,  the  sum 
of  the  amounts  in  the  third  main  column  (obtained  by  dividing  each 
interest  amount  by  its  principal)  should  equal  the  interest  on  $1.00 
for  the  total  period. 
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Note:  In  the  solution  of  this  problem,  the  computed  interest  is  in  every 
case  common  interest. 

To  compute  exact  interest  before  each  partial  payment  is  a  very  tedious 
operation,  A  close  approximation  may  be  made  by  following  the  rule  under 
Solution  b,  Section  108j  viz,  take  ^  of  the  sum  of  all  the  accrued  common 
interests  and  subtract  this  resuU  from  the  amount  due  on  the  note. 

PROBLEMS  FOR  PRACTICE 

1.  What  will  be  due  on  the  following  note  at  maturity? 

SI  ,500  Chicago,  Feb.  14,  1907. 

April  15,  1909,  I  promise  to  pay  T.  E.  Marsh,  One  Thousand 
Five  Hundred  Dollars,  with  interest  at  7%,  value  received. 

H.  E.  Thompson. 

The  following  indorsements  appeared  on  the  note:  April  4, 
1907,  $400;  Aug.  2,  1907,  $250;  Nov.  16,  1907,  $100;  Jan.  15,  1908, 
$350;  Mch.  30,  1908,  $65;  Sept.  17,  1908,  $34;  Feb.  23,  1909,  $150. 

2.  Aug.  21,  1908,  I  sold  J.  E.  Haines  &  Co.  a  bill  of  goods 
amounting  to  $1,625,  less  a  trade  discount  of  20%.  Terms:  Note 
at  6  mo.  with  interest  at  7%.  What  was  the  amount  of  the  note? 
When  it  matured  J.  E.  Haines  &  Co.  paid  cash  $800  and  gave  me  a 
new  note  at  8  mo.  with  interest  at  6%  for  the  balance  due.  What 
was  the  face  of  the  new  note.  Nov.  2,  J.  E.  Haines  &  Co.  paid  me 
$300  on  their  note.    What  was  due  Jan.  16,  1910? 

120.  Merchants'  Method.  For  finding  the  value  of  short  time 
notes  and  other  obligations  on  which  partial  payments  have  been 
made,  a  method  known  as  the  merchants'  method  is  largely  used. 

The  method  is  applied  as  follows :  Reckon  the  interest  on  the 
face  of  the  note  from  the  date  of  making  to  the  date  of  maturity,  and 
allow  interest  on  each  payment  for  the  period  between  the  date  of 
endorsement  and  maturity  of  the  note. 

The  merchants'  method  is  shorter  than  the  legal  U.  S.  method. 

Example.  On  a  note  for  $1,500  dated  March  15, 1908,  payable 
on  demand,  with  interest  at  5%,  payments  were  made  as  follows: 
May  20,  '08,  $700;  July  10,  '08,  $400.  What  was  due  at  settlement 
Sept.  1,  '08? 

Solution. 
Face  of  note  March  15,  '08  $1,500.00 

Interest  from  Mar.  15,  to  Sept.  1,  '08  (5  mo.  16  da.)  34.58 

Value  of  the  note  Sept.  1,  '08  $1,534.58 
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Value  of  the  note  Sept.  1,  '08 

$1,534.58 

Payment  May  20,  '08 

S700.00 

Int.  on  $700  from  May  20 

to  Sept.  1,  '08  (3  mo.  11  da.) 

9.82 

Payment  July  10,  '08 

400.00 

Int.  on  $400  from  July  10 

to  Sept.  1,  '08  (1  mo.  21  da.) 

2.83 

Value  of  payments  Sept.  1,  '08 

$1,112.65 

$1,112.65 

Balance  due  Sept.  1,  '08 

$421.93 

As  an  interesting  and  instructive  exercise,  the  student  is  asked 
to  solve  this  problem  by  the  United  States  method,  and  see  what 
difference,  if  any,  there  is  in  the  results  obtained  by  the  two  methods. 

PROBLEM  FOR  PRACTICE 

Work  by  the  merchants'  method  the  problems  given  under 
U.   S.   method. 

EQUATION  OF  ACCOUNTS 

121.  Equation  of  Accounts.  Suppose  that  A  holds  against  B 
an  account  consisting  of  several  items.  If  B  pays  some  or  all  of  the 
items  before  they  are  due,  he  is  the  loser.  On  the  other  hand,  if  B 
fails  to  pay  some  of  the  items  when  they  mature,  A  is  the  loser. 

There  is  always  a  date,  therefore,  when  an  account  may  be 
settled  without  loss  to  either  party.  The  process  by  which  such  a 
date  is  determined  is  called  equating  or  averaging  the  account. 

Accounts  having  items  on  only  one  side,  either  debit  or  credit, 
are  called  simple  accounts.  Those  having  both  debits  and  credits 
are  called  compound  accounts. 

The  average  term  of  credit  for  an  account  consisting  of  several 
items,  is  the  time  that  must  elapse  from  the  contracting  of  the  debt,  to 
the  date  when  the  account  may  be  settled  in  one  sum  without  loss  to 
either  party. 

The  date  on  which  the  payment  may  be  equitably  made  is  called 
the  average  date  of  payment,  the  equated  date,  or  the  due  date. 

The  focal  date  is  an  assumed  day  of  settlement  with  which  the 
dates  of  settlement  of  the  several  items  in  the  account  may  be  com- 
pared, in  order  to  determine  the  equated  date.  In  this  determination 
always  assume  interest  at  6%. 
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Note.     It  should  be  remembered  that  in  the  equation  of  accounts  the 

face  value  of  an  item  is  to  be  used.  Items  subject  to  credit  and  non-interest- 
bearing  notes  are  not  worth  their  face  value,  until  the  date  of  maturity.  On 
the  other  hand  items  not  subject  to  credit  and  interest-bearing  notes  are  worth 
their  face  value  on  the  day  on  which  they  are  contracted  or  made. 

SIMPLE  ACCOUNTS 

122.  To  find  the  equated  date  when  the  account  contains  only 
two  items. 

Examples.  1.  My  brother  owes  me  $200;  $100  is  due  in  4  mo. 
and  the  balance  in  8  mo.  When  may  the  whole  be  paid  without  loss 
to  either  of  us? 

Solution.     Evidently,  as  the  two  items  of  the  account  are  equal,  the 

term  of  the  second  must  be  shortened  by  as  many  days  as  the  term  of  the  first 

8   -l-  4 
is   lengthened.     This   makes   the   average  term  of  credit  — - —    or  6  mo. 

Therefore  $200  should  be  paid  at  the  end  of  6  mo. 

2.     James  Smith  gave  one  note  for  $400  due  Jan.  1,  and  another 

for  $800  due  Jan.  31.    When  may  both  accounts  be  equitably  paid 

in  one  sum? 

Solution.  The  first  note  ia  J  and  the  second  note  f  of  the  total  debt . 
As  the  second  item  is  twice  the  first,  the  term  of  credit  of  the  first  item  must  be 
extended  twice  as  many  days  as  the  term  of  the  second  item  is  shortened. 
The  difference  in  the  dates  is  30  da.  Hence  subtract  from  Jan.  31,  J  of  30 
da.,  making  the  equated  date  Jan.  21. 

Hence  the  rule :  Find  the  fraction  which  the  earlier  item  is  of  the 
total  account. 

Find  the  difference  in  days  or  months  between  the  dates  of  the  two 
items. 

Subtract  the  above  fraction  of  this  difference  from  the  date  of  the 

later  item.     The  result  is  the  equated  date. 

Note.  In  dealing  with  fractions  of  a  day,  count  one-half  or  more  aa  a 
full  day  and  reject  all  less  than  one-half. 

PROBLEMS  FOR  PRACTICE 

1.  G.  W.  Weston  &  Co.  bought  goods  as  follows:  $300.00  due 
April  15;  $600.00  due  April  29.  When  may  the  whole  account  be 
equitably  settled  without  the  payment  of  interest? 

2.  A  customer  owes  me  $400.00 ;  $200.00  is  due  in  6  mo.  and  the 
balance  in  6  years  6  mo.  When  may  the  whole  be  paid  witliout  loss 
to  either  of  us. 
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3.  E.  L. 

for  $1,800  due 
in  one  sum  ? 

4.  J.  L. 
due  Dec.  15. 

123.  To 
than  two  items 

Example. 
items  being  in 
days. 


Walton  gave  a  note  for  $1,200  due  Sept.  15  and  one 
Dec.  6.     When  may  both  ac<:ounts  be  equitably  paid 

Cole  gave  notes  for  $175.00  due  June  15,  and  $765.00 

Find  the  equated  date  for  the  account. 

find  the  equated  date  of  an  account  containing  more 

Find  the  equated  date  of  the  following  account,  all 
1909.     The  term  of  credit  allowed  on  each  item  is  30 


March  12 
April  4 
May  24 
June     17 


$742.83 
926.17 
432.25 
327.85 


Solution.  If  terms  of  credit  are  given  (in  this  case  30  da.)  first  find  the 
due  date  for  each  item  by  adding  the  proper  term  of  credit  to  the  date  given, 
as  shown  in  column  2  below.  Choose  July  17,  the  due  date  of  the  last  item, 
as  the  focal  date,  and  calculate  the  interest  at  6%  on  each  amount  for  the 
interval  between  the  due  date  and  focal  date.     Thus: 


Datb 

Due  Date 

Amount 

TlUE 

Interest 

March  12 
April      4 
May     24 
June     17 

April  12 
May     4 
June  24 
July    17 

$742.83 
926.17 
432.25 
327.75 

3  mo.     5  da. 

2  mo.   13  da. 

23  da. 

Oda. 

$11.76 

11.27 

1.66 

0 

$2,429.00 

$24.69 

Column  5  gives  the  interest  that  would  accrue  on  the  various 
items  if  payment  were  deferred  until  July  17. 

The  interest  on  the  total  amount,  $2,429.00,  for  one  da.  is  \  of 
$2.43  =  $.405.  That  is,  the  holder  loses  $.405  every  day  so  long  as 
the  account  is  unsettled.  Now  if  settlement  were  made  July  17,  the 
holder  would  lose  $24.69. 

$24.69  divided  by  $.405  =  60.9  or  61  days. 

Since  $24.69  contains  .405,  61  times,  if  settlement  were  made 
61  days  earlier,  that  is  July  17  —  61  days  =  May  16,  the  holder 
would  lose  nothing.    Therefore  the  equated  date  is  May  16, 1909. 
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Hence  the  rule : 

Add  the  proper  term  of  credit,  if  any,  to  the  date  of  each  item  to 
find  the  due  dates. 

Take  the  latest  date  as  the  focal  date. 

Calcidate  the  interest  on  each  item  for  the  number  of  days  from 
the  due  date  to  the  focal  date. 

Divide  the  sum  of  the  interest  items  by  the  interest  on  the  total 
account  for  one  day;  the  quotient  will  be  the  number  of  days  to  be  sub- 
tracted from  the  focal  date  in  order  to  give  the  equated  date  of  the 
account. 

124.  Proof.  The  proof  consists  in  showing  that  the  interest  on 
the  two  accounts  due  before  May  16,  is  equal  to  the  bank  discount 
on  the  two  accounts  payable  after  May  16. 


D&TB 

Amount 

Time 

Intebebt 

April    12 
May       4 

$742.83 
926.17 

1  mo.     4  da. 
12  da. 

$4.21 
1.85 

$6.06  Total  Int. 

June    24 
July     17 

$432.25 
327.75 

1  mo.    8  da. 

2  mo.    1  da 

DiBCOWNT 

$2.74 
3.33 

$6.07  Total  Di8c. 

Since  the  interest  and  the  discounts  agree,  May  16, 1909,  is  the 
correct  equated  date. 

PROBLEMS  FOR  PRACTICB 

1.  The  Clarke-Kinsdale  Co.  bought  goods  as  follows:  $500 
due  Apr.  12;  $1,200  due  May  15.  If  the  first  bill  is  not  paid  when 
due,  how  much  may  be  collected  May  1,  assuming  that  money  is 
worth  6%?  When  may  the  whole  account  be  settled  without  pay- 
ment of  interest? 

2.  Find  the  equated  date  of  the  following  account.  A  credit 
of  30  da.  is  to  be  allowed  on  each  item. 

Feb.      15  $    826.44 

Mch.      2  1,044.25 

Apr.      24  564.82 

May      17  437.25 

June     12  345.75 
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3.     Find  the  equated  date  of  payment  for  the  following  account: 


1905 

Sept.  20, 

$750 

credit  60  da. 

1905 

Sept.  28, 

$825 

credit  90  da. 

1905 

Oct.   15, 

$575 

credit  30  da. 

1905 

Nov.    1, 

$150 

credit  30  da. 

COMPOUND  ACCOUNTS 

125.  To  find  the  equated  date  when  the  account  contains  both 
debits  and  credits  but  no  terms  of  credit  are  given. 

Examples.  1.  John  Jones  owes  Marshall  Field  &  Co.,  $600 
for  merchandise,  due  June  1,  1908.  June  17,  he  pays  $200.  He 
gives  a  note  bearing  6%  interest  for  the  remainder  of  the  account. 
What  date  must  the  note  bear  in  order  that  neither  party  shall  lose 
by  the  transaction? 

Solution.     Marshall  Field  &  Co.,  were  deprived  of  the  use  of  $600  for 

17  -  1  =  16  da.     The  use  of  $600  for  16  days  is  ecjuivalent  to  the  use  of  $600 

X  16  =  $9,600,  for  1  day.      $600  -  $200  =  $400  the  amount  still  unpaid. 

In  order  that  the  use  of  $400  may  be  the  equivalent  of  the  use  of  $9,600  for 

9600 
1  da.,  $400  must  be  on  interest  for  . qq  ■  =  24  days. 

Therefore  the  note  should  be  dated  June  17  -  24  =  May  24,  1908. 
2.    Find  the  equated  date  for  the  following  ledger  account : 


W. 

C.  Rylander 

1906 

1906 

Aug. 

15 

To  Mdse 

$300 

Nov. 

1 

By  Cash 

$500 

Sept. 

8 

To  Mdse 

500 

Nov. 

21 

By  Cash 

200 

Oct. 

20 

To  Mdse 

840 

Dec. 

3 

By  Cash 

250 

Solution.    Take  Dec.  3,  the  latest  date  in  the  account,  as  the 
focal  date,  and  calculate  the  interest  due  on  each  amount.    Thus : 

Debits 


Datb 

AUOUNT 

Int.  Period 

Interest 

Aug.     15 
Sept.      8 
Oct.     20 

$300.00 
600.00 
840.00 

3  mo.  18  da. 
2  mo.  25  da. 
1  mo.  13  da. 

$5.40 
7.08 
6.02 

$1,640.00 

$18.50 
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This  shows  that  there  would  be  due  the  holder  of  the  account 
.50  as  interest  if  no  money  had  been  paid  by  Dec.  3. 

Credits 


Date 

Amount 

Int.  Period 

Intebbst 

Nov.      1 
Nov.    21 
Dec.       3 

$500.00 
200.00 
250.00 

32  da. 

12  da. 

Oda. 

$2.67 

.40 

0 

$950 .00 

$3.07 

This   result    shows    that   the  holder  gained   $3.07  by  having 

.00  paid  on  or  before  Dec.  3,  the  focal  date.  $1640  -  $950  = 
the  balance  of  the  account.  $18.50  -  $3.07  =  $15.43  interest 
due  the  holder  Dec.  3.  Now  the  interest  on  $690.00  for  1  da.  at  6%  is 
^  of  $  .69  =  $  .115.    $15.43  4-  .115  =  134  days. 

That  is,  it  will  take  134  days  for  the  interest  on  $690  to  amount 
to  $15.43.    Then  the  equated  date  is  Dec.  3  —  134  days  =  July  19. 

In  justice  to  both  parties,  a  cash  payment  of  $690.00  +  $15.43 
interest,  should  be  made  Dec.  3,  or  else  Mr.  Rylander  should  give 
a  note  for  $690.00,  bearing  6%  interest  from  July  19. 

Hence  the  rule: 

Find  the  balance  of  the  account  and  also  find  the  interest  on  each 
item,  reckoned  from  the  latest  date  as  the  focal  date.  If  the  excess  of 
interest  {debit  or  credit)  is  on  the  same  side  as  the  balance,  date  back; 
if  on  the  opposite  side,  date  forward. 

Proof.    Equate  the  account  using  July  19  as  the  focal  date. 


Date 

Amount 

DiBCoONT  Period 

Disc  on  NT 

Aug. 
Sept. 
Oct. 

15 

8 

20 

$300.00 
600.00 
840.00 

1  mo. 
3  mo. 

26  da. 

19  da. 

Ida. 

$1.30 

4.08 

12.74 

$18 .  12  Debit  Dieo. 

Nov. 
Nov. 
Dec. 

1 

21 

3 

$500.00 
200.00 
250.00 

3  mo. 

4  mo. 
4  mo. 

12  da. 

Ida. 

14  da. 

8.60 
4.03 
5.58 

$18.11  Credit  Disc. 
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As  there  is  no  essential  difference  between  the  two  discounts  the  date 
of  July  19,  must  be  the  correct  one. 

126.  To  find  the  equated  date  on  a  compound  account  when 
terms  of  credit  are  given. 

Example.     Find  the  equated  date  for  the  following  account: 

Reid  &  Murdock 


1905 

1905 

( 

April 

2 

To  Mdse.  60  da. 

$650 

May 

2 

By  Cash 

$340 

April 

25 

ToMdse.30da. 

370 

May 

20 

By  Cash 

300 

April 

30 

To  Mdse.  10  da. 

275 

Adding  the  proper  term  of  credit  to  each  debit  item,  their  due 
dates  become  respectively  June  1,  May  25,  and  May  10. 

Solution.     Take  June  1  as  the  focal  date 


Debits 


Date 

Amount 

Int.  Period 

Intebebt 

June      1 
May     25 
May     10 

$  650.00 
370.00 
275.00 

0  da. 

6  da. 

21  da. 

$.00 
.37 
.96 

$1295.00 

$1.33 

Credits 

Datb 

Amount 

Int.  Period 

Interest 

May       2 
May     20 

$340.00 
300  .00 

29  da. 
11  da. 

$1.64 
.55 

$640.00 

$2.19 

$1,295.00  -  $640.00  =  $655.00  the  balance  due  on  the  account,  $2.19- 
$1.33  =  $.86  the  credit  balance  on  the  interest  account.  The  interest  on 
$655.00  for  1  da.  at  6%  is  i  of  $.655  =  $.109.  $.86  divided  by  .109  =  79 
or  8  da.  Now  since  the  excess  of  interest  and  the  balance  due  are  on  oppo- 
site sides  of  the  account  (se©  rule.  Sec.  125),  the  8  da.  must  be  added  to  the 
foeal  date,  in  order  that  the  holder  may  not  gain  by  the  transaction. 

June  1  +  8  da,  =  June  9,  the  date  of  settlement. 
That  is,  the  debtor  having  made  payments  as  indicated,  the  balance  of  the 
account  is  not  equitably  due  until  June  9. 
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Proof.    Use  June  9  as  date  of  settlement. 


Date 

Amobnt 

Int.  Period 

Interest 

June      1 
May     26 
May     10 

$650.00 
370.00 
275.00 

8  da. 
14  da. 
29  da. 

S.87 

.86 

1.33 

$3.06 

May       2 
May     20 

$340.00 
300.00 

37  da. 
19  da. 

$2.10 
.95 

$3.05 

Since  the  interest  on  the  debit  account  is  within  one  cent  of  the 
interest  on  the  credit  account,  we  conclude  that  June  9  is  the  equi- 
table date  of  settlement. 

PROBLEMS  FOR  PRACTICE 

1.  E.  A.  Holmes  owes  the  Owen  Kermit  Co.  $750  for  mer- 
chandise, due  July  1, 1908.  July  17,  he  pays  $300.  He  gives  a  note 
bearing  6%  interest  for  the  remainder  of  the  account.  When  should 
the  note  be  dated  in  order  that  neither  party  shall  lose  by  the  trans- 
action? 

2.  Find  the  equated  date  for  the  following  account: 

American  School  of  Correspondence 


1909 

1909 

Aug. 

10 

ToMdse. 

$325 

Nov. 

2 

By  Cash 

$600 

Sept. 

15 

To  Mdee. 

475 

Nov. 

23 

By  Cash 

150 

Oct. 

21 

To  Mdse. 

830 

Dec. 

6 

By  Cash 

60 

3.     Find  the  equated  date  for  the  following  account: 
Hamilton  Galand  Co. 


1908 

1908 

May 

2 

To  Mdse.  60  da. 

$700 

June 

3 

By  Cash 

$450 

May 

26 

ToMdse.  30 da. 

425 

June 

21 

By  Cash 

326 

May 

30 

To  Mdee.  15  da. 

350 
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4.  Lord  &  Hallock  buy  merchandise  from  J.  V.  Farewell  &  Co. 
as  follows:  April  10,  $755;  May  25,  $425;  June  8,  $872;  July  15, 
$650.  They  make  the  following  payments  on  account:  May  30, 
$600;  July  10,  $1,000;  July  30,  $500.  On  the  latter  date  they  also 
give  a  note  for  the  balance  due.  What  must  be  the  face  of  the  note 
and  its  date  ? 
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CUBE  ROOT 

The  cube  root  of  any  number  is  the  third  root,  i.  e.,  one  of  the 
three  equal  factors  into  which  that  number  may  be  divided. 

The  general  plan  of  the  process  by  which  a  root  may  be 
obtained  has  already  been  given  under  the  subject  of  Square  Root, 
but  as  the  theory  of  cube  root  is  much  more  complicated,  and  as 
the  need  for  it  will  not  be  great,  it  has  been  thought  best  to  give 
only  the  rules  without  trying  to  justify  them. 

Furthermore,  it  is  hoped  that  the  student  will  become  familiar 
enough  with  the  use  of  Logarithms,  which  follow  this  section,  to 
substitute  the  more  rapid  method  for  the  one  about  to  be  given. 
For  example,  to  obtain  the  cube  root  of  a  number  by  logarithms, 
find  the  logarithm  of  the  number,  divide  it  by  three,  and  the  result 
is  the  logarithm  of  the  required  cube  root. 

Rul^.  Point  off  the  given  number  into  periods  of  three  figures, 
beginning  at  the  decimal  point.  If  the  number  contains  a  whole  number 
and  a  decimal,  point  off  periods  to  the  left  for  the  whole  number,  and 
to  the  right  for  the  decimal,  annexing  one  or  two  ciphers  to  the  last 
figure  of  the  decimal  if  necessary. 

Find  the  greatest  number  whose  cube  is  not  greater  than  the  left- 
hand  period.  Place  this  number  as  the  first  figure  of  the  root  and  its 
cube  under  the  first  period.  Subtract,  and  to  the  remainder  annex  the 
second  period  to  form  the  new  dividend. 

Square  the  part  of  the  root  already  found,  and  multiply  by  300  to 
form  a  trial  divisor.  Ascertain  how  many  times  this  trial  divisor  is 
contained  in  the  dividend,  and  write  the  result  as  the  next  figure  of  the 
root.  Multiply  this  last  figure  of  the  root  by  the  preceding  part  and 
multiply  the  result  by  SO.  Square  the  last  figure  of  the  root  and  add 
both  products  to  the  trial  divisor.     The  sum  is  the  complete  divisor. 

Multiply  the  complete  divisor  by  the  last  figure  of  the  root,  and 
subtract,  bringing  down  the  next  period  to  form,  with  the  remainder, 
another  dividend. 

Find  trial  and  complete  divisors  as  before,  and  continue  the  process 
until  all  the  periods  have  been  used. 
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50  653(37 

Divisors 

27 

32  X  300  =  2700 

23  653 

7    X    30  =     630 

V             =      49 

3379 

23  653 

0 
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If  the  number  contains  a  decimal,  point  off  in  the  root, 
beginning  at  the  right,  as  many  decimal  places  as  there  are  periods 
to  the  right  of  the  decimal  in  the  original  number. 

Examples.  1.    Find  the  cube  root  of  50,653. 

Solution.      The  periods  Root 

are  seen  to  be  653  and  50.     The  y^^-^ 

largest  number  whose  cube 
does  not  exceed  50  is  3.  There- 
fore, 3  is  the  first  figure  of  the 
root  and  its  cube  27,  is  placed  q  w 
below  50;  the  remainder  with 
next  period  annexed  makes 
the  new  dividend  23,653.  The 
trial  divisor  is  (3^  X  300)  or 
2700  and  this  is  seen  to  be  con- 
tained in  the  dividend  8  times,  but  a  consideration  of  the  additions  to  the 
trial  divisor  shows  that  this  is  too  large;  hence  the  root  number  must  be  7. 
Adding  the  two  extra  factors  of  the  divisor,  viz,  (3  X  7  X  30)  and  V,  the 
complete  divisor  becomes  3379.  Multiplying  by  7  and  subtracting  gives  no 
remainder.     37  is,  therefore,  the  perfect  cube  root  of  50,653. 

2.     Find  the  cube  root  of  126,732.947,167. 

126732. 9?7167(50. 23 

125 

502  X  300   =  750,000  1732947 

50  X  2  X  30   -      3,000 

2==  =  £ 

753,004  1506008 

502=^  X  300   =  75,601,200  "226939167 

502  X  3  X  30  -  45,180 

32  =  9 

75,646,389  226939167 

Solution.  The  periods  to  the  left  of  the  decimal  point  are  732  and  126; 
to  the  right,  947  and  167.  The  cube  of  5  is  125  and  the  remainder  1.  Annexing 
the  next  period  gives  only  1732  which  is  seen  by  inspection  to  be  less  than 
(5^  X  300);  hence  a  cipher  must  be  placed  in  the  root  and  the  next  period 
brought  down.  The  trial  divisor  is  now  (50-  X  300)  and  the  next  figure  in 
the  root  is  found  to  be  2.  Carrying  the  operations  to  a  close  the  root  is 
found  to  be  5023.  As  there  are  two  periods  to  the  right  of  the  decimal  point, 
the  root  becomes  50.23. 

LOGARITHMS 

If  2-  be  multiplied  by  2^  the  result  is  (4  X  8)  =  32  =  2'^;  {.  e., 
the  product  of  a  number  raised  to  a  power  and  the  same  number 
raised  to  another  power  is  equal  to  the  number  with  an  exponent 
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equal  to  the  sum  of  the  two  exponents.  If  2*  be  divided  b}-  2',  the 
result  is  256  ^4  =  64  =  2';  but  this  is  2^^-^\  Hence,  the  quo- 
tient obtained  by  dividing  a  number  raised  to  a  power  by  the  same 
number  raised  to  another  power  is  equal  to  the  number  with  an 
exponent  equal  to  the  difference  between  the  two  exponents. 

Now,  let  a  certain  number  like  10  be  chosen  as  this  number  or 
base,  which  is  to  be  raised  to  any  power.  Then  10  raised  to  the  second 
power  (10^)  =  100;  10=*  =  1000;  10^  =  10,000,  and  so  on.  A 
number  between  100  and  1000  would  evidently  be  equal  to  10  raised 
to  some  fractional  power  between  2  and  3;  for  example,  200  ==^ 
W'^^\  2.51  -  lO'S  3.16  =  10•^  etc.  It  is  clear,  therefore,  that  any 
number  whatsoever  may  be  expressed  as  a  power  of  ten. 

Next,  let  200  be  compared  with  20  and  2000.  20  is  between 
10  and  100  and  therefore  must  be  between  10^  and  10'.  The 
proper  exponent  is  found  to  be  lO^"^''^  In  the  same  manner 
2000  =  lO^-^o^  and  20,000  -  W'^'^K  If  this  be  true,  then  25.1  = 
10^'*  and  316  =  10^*\  In  other  words,  this  exponent  appears  to 
consist  of  two  parts,  one  part  indicating  the  power  of  10  next  smaller 
than  the  number,  and  a  decimal  part  which  is  peculiar  to  a  certain 
succession  of  figures  irrespective  of  the  location  of  the  decimal  point. 
The  first  is  called  the  characteristic,  the  second  the  mantissa,  and 
the  whole  exponent  is  called  a  logarithm,  with  a  base  10. 

To  multiply  such  numbers  as  1000  and  3.16  by  logarithms,  it 
is  necessary  to  discover  that  1000  =  10^  and  3.16  =  10"\  Then 
1000  X  3.16  becomes  10^'^,  and  to  obtain  the  required  product  it 
only  remains  to  find  the  equivalent  of  10^"\  Of  course,  this  particu- 
lar product  could  have  been  found  by  inspection,  but  the  product  of 
two  larger  numbers  such  as  7S53  and  522  is  not  so  easily  obtained. 
To  carry  out  this  system,  it  evidently  is  necessary  to  prepare  a  table 
of  mantissas  for  all  possible  numbers.  From  this  table  the  mantissa 
for  7853  is  found  to  be  .8951  and  its  characteristic  3,  making  7853  = 
IQ3.89M  Yn  a  similar  number,  522  =  lO"*"".  The  product  is 
10(3-8951  +2.7177)=,  |o»•"'^  Consultiiig  tlie  table  again,  the  number 
whose  mantissa  is  .6128  proves  to  be  410;  the  6  units  in  the  exponent 
show  that  the  nunil)er  is  greater  than  1  million  and  is,  therefore, 
4,100,000  (correct  to  the  fourth  figure).  Naturally,  when  the  log- 
arithm table  is  used,  the  powers  of  10  only  are  used. 

Division  of  numbers  is  accomplished  by  subtractinr/  the  logarithms. 
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A  'power  of  a  (juanti ty  is  found  by  multiplying  its  logarithm  by 
the  number  of  the  power.  Thus  log.  8995  =  4  X  3.9540.  A  roo/ of 
a  quantity  is  found  by  dividing  its  logarithm  by  the  index  of  the  root. 

Example:     Find  the  product  of  8995  and  6987. 

Solution.      As    both     numbers     are  Loo*    8995    =  3  9540 

greater    than    1000    and    less  than    10,000,  Log"    6987    =  3  8443 

their  characteristics  are  3.     The  table  shows  ro  orn  nnn        "-^ ^^ 

for  8995  a  mantissa  =  .9540  and  for  6987,  ^°g-  b2,850,000  =  7.7983 
to  be  .8443.  Adding  the  "logs"  gives  7.7983.  The  table  gives  6285  as  the  num- 
ber whose  mantissa  is  .7983,  and  a  characteristic  of  7  makes  the  number 
62,850,000. 

The  following  rules  will  cover  most  of  the  cases  that  occur: 

The  logarithm  of  all  powers  of  10,  positive  or  negative,  are  whole 
numbers,  the  mantissa  being  in  every  case  zero. 

If  the  logarithm  is  negative — true  for  every  number  less  than  1 — 
it  is  customary  to  change  its  form  thus:  The  logarithm  — 3.7583  he- 
comes  7.7583-10;  -13.8625  =  7.8625-20. 

If  a  number  is  greater  than  1,  the  characteristic  of  its  logarithm 
is  one  unit  less  than  the  number  of  figures  to  the  left  of  the  decimal 
point.  If  the  number  is  less  than  1,  the  characteristic  of  its  logarithm 
is  negative  and  one  unit  more  than  the  number  of  zeros  between  the 
decimal  point  and  the  first  significant  figure. 

Conversely,  if  the  characteristic  of  a  given  logarithm  is  positive, 
point  of  so  that  the  integral  part  of  the  corresponding  number  con- 
tains one  more  place  than  the  number  of  units  in  the  characteristic.  If 
the  characteristic  is  negative,  make  the  number  of  zeros  between  the 
decimal  point  and  the  first  significant  figure  of  the  corresponding 
number  one  less  than  the  number  of  units  in  the  characteristic. 

The  logarithms  of  all  numbers  ivhich  differ  from  each  other  by 
powers  of  10  have  the  same  mantissa. 

The  following  table  of  logarithms  gives  a  range  from  0  to  10,000 
and  is  intended  to  be  used  where  no  great  degree  of  accuracy  is 
desired.  The  first  two  places  of  a  number  are  sought  in  the  left-hand 
column,  the  third  at  the  top  of  the  page,  and  the  fourth  at  the  top  of 
the  columns  at  the  extreme  right.  For  example,  to  find  the  logarithm 
of  9654,  look  on  the  second  page,  follow  the  horizontal  column  from 
96  in  the  left-hand  margin  to  the  mantissa  under  5,  which  is  .9845. 
In  the  interpolation  columns  note  that  the  additive  factor  for  4  is  2, 
making  the  mantissa  .9847  and  the  logarithm  =  3.9847. 
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10 

0 

0000 

I 

2 

3 

4 

5 

6 

7 

8 

9 

12345 

6789 

0043 

0086 

0128 

0170 

0212 

0253 

0294,0334 

0374 

4  8  12  17  21 

25  29  33  37 

II 

0414 

0453 

0492 

0531 

0569 

0607 

0645 

0682  0719 

0755 

4  8  11  15  19 

23  26  30  34 

12 

0792 

0828 

0864 

0899 

0934 

0969 

1004 

1038,1072 

1106 

3  7  10  14  17 

21  24  28  31 

13 

1139 

1173 

1206 

1239 

1271 

1303 

1835 

1367:1399 

1430 

3  6  10  13  16 

19  23  26  29 

14 

1461 

1492 

1523 

1553 

1584 

1614 

1644 

16731703 

1732 

3  6  9  12  15 

18  21  24  27 

15 

1761 

1790 

1818 

1847 

1875 

1908 

1931 

19591987 

2014 

8  6  8  11  14 

17  20  22  25 

i6 

2041 

2068 

2095 

2122 

2148 

2175 

2201 

2227j2253 

2279 

3  5  8  11  13 

16  18  2124 

17 

2804 

2380 

2355 

2380 

2405 

2430 

2455 

248012504 

2529 

2  5  7  10  12 

15  17  20  22 

i8 

2558 

2577 

2601 

2625 

2648 

2672 

2695 

27182742 

2765 

2  5  7  9  12 

14  16  19  21 

19 

2788 

2810 
3032 

2833 
3054 

2856 

2878 

2900 
3118 

2923 
8139 

2945,2967 
81603181 

2989 
3201 

2  4  7  9  11 

13  16  18  20 

20 

8010 

3075 

3096 

2  4  6  8  11 

13  15  17  19 

21 

8222 

3243 

3263 

3284 

3804 

3324 

3345 

8865;8385 

3404 

2  4  6  8  10 

12  14  16  18 

22 

8424 

8444 

3464 

3483 

8502 

3522 

3541 

3560 

8579 

3598 

2  4  6  8  10 

12  14  15  17 

23 

8fil7 

3636 

3655 

3674 

3692 

3711 

3729 

3747 

8766 

8784 

2  4  6  7  9 

11  13  15  17 

24 

3802 

3820 

3838 

3856 

3874 

3892 

3909  3927 

3945 

8962 

2  4  5  7  9 

11  12  14  16 

25 

3979 

3997 

4014 

4081 

4048 

4065 

4082  409914116 

4133 

2  3  5  7  9 

10  12  14  15 

26 

4150 

4166 

4183 

4200 

4216 

4282 

4249  426514281 

4298 

2  3  5  7  8 

10  11  13  15 

27 

4814 

4330 

4346 

4362 

4378 

4393 

4409  4425|4440 

4456 

2  3  5  6  8 

9  11  13  14 

28 

4472 

4487 

4502 

4518 

4538 

4548 

4564^4579  4594 

4609 

2  3  5  6  8 

9  11  12  14 

29 

30 

4G24 
4771 

4639 

4654 

4669 

4683 
4829 

4698 
4843 

4718;4728  4742 

4757 

13  4  6  7 

9  10  12  13 

4786 

4800 

4814 

485714871  4886 

4900 

13  4  6  7 

9  10  11  13 

31 

4914 

4928 

4942 

4955 

4969 

4983 

4997 

501115024 

5038 

13  4  6  7 

8  10  11  12 

32 

5051 

5065 

5079 

5092 

5105 

5119 

5132 

5145;5159 

5172 

13  4  5  7 

8  9  11  12 

33 

5185 

5198 

5211 

5224 

5237 

5250 

5263 

5276  5289 

5302 

13  4  5  6 

8  9  10  12 

34 

5315 

5328 

5340 

5358 

5866 

5378 

5891 

5403  5416 

5428 

13  4  5  6 

8  9  10  11 

35 

5441 

5453 

5465 

5478 

5490 

5502 

5514 

5527,5589 

5551 

12  4  5  6 

7  9  10  11 

36 

5563 

5575 

5587 

5599 

5611 

5623 

5635 

5647i5658 

5670 

12  4  5  6 

7  8  10  11 

37 

5682 

5694 

5705 

5717 

5729 

5740 

5752 

57635775 

5786 

12  3  6  6 

7  8  9  10 

38 

5798 

5809 

5821 

5882 

5848 

5855 

5866 

5877  5888 

5899 

12  3  5  6 

7  8  9  IC 

39 

5911 

5922 
6031 

5933 

5944 

5955 

5966 

5977 

5988  5999 

6010 

12  3  4  5 

7  8  9  10 

40 

6021 

6042 

6053 

6064 

6075 

6085 

6096,6107 

6117 

12  3  4  5 

6  8  9  10 

41 

6128 

6138 

6149 

6160 

6170 

6180 

6191 

62016212 

6222 

12  3  4  6 

6  7  8  9 

42 

6232 

6248 

6253 

6268 

6274 

6284 

6294 

6804 '63 14 

6325 

12  3  4  5 

6  7  8  9 

43 

6335 

6345 

6855 

6365 

6875 

6385 

6395 

6405,6415 

6425 

12  3  4  5 

6  7  8  8 

44 

6435 

6444 
()542 

6454 
6551 

6464 

6474 

6484 
6580 

6493  [6503 '65 18 
6590  6599  6609 

6522 
6618 

12  3  4  5 

6  7  8  9 

45 

6532 

6561 

6571 

12  3  4  5 

6  7  8  8 

46 

6628 

6637 

6646 

6656 

6665 

6675 

6684  6693,6702 

6712 

12  3  4  5 

6  7  7  fi 

47 

6721 

6730 

6789 

6749 

6758 

6767 

6776'6785  6794 

6803 

12  3  4  5 

5  6  7  J 

48 

6812 

6S21 

6830 

6889 

6848 

6857 

6866  6875  6884 

6893 

12  3  4  4 

5  6  7  8 

49 
50 

6902 
6990 

6911 
699S 

6920 
7007 

6928 
70 16 

6987 
7024 

6946 
7033 

69556964 
7042  7050 

6972 

6981 

12  3  4  4 

5  6  7  8 

7059 

7067 

12  3  3  4 

5  6  7  i 

51 

7076 

7084 

7093 

7101 

7110 

7118 

7126  7135  7148 

7152 

12  3  3  4 

6  6  7  8 

52 

7160 

7168 

7177 

7185 

7193 

7202 

7210J7218  7226 

7235 

12  2  3  4 

5  6  7  7 

53 

7243 

7251 

7259 

7267i7275 

7284 

7292 

730017308 

7316 

12  2  3  4 

5  6  6  7^ 

54 

7824 

7832 

7340|7348|7356 

7364 

7372 

7380  7388 

7396 

12  2  3  4 

5  6  6  7| 
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55 
56 
57 
58 
59 

0 

7404 
7482 
7559 
7634 
7709 
7782 
7853 
7924 
7993 
8062 
8129 
8195 
8261 
8325 
8388 
8451 
8513 
8573 
8633 
8692 
8751 
8808 
8865 
8921 
8976 
9031 
9085 
9138 
9191 
9243 
9294 
9345 
9395 
9445 
9494 
9542 
9590 
9638 
9685 
9731 

I 

7412 
7490 
7566 
7642 
7716 
7789 
7860 
7931 
8000 
8069 
8136 
8202 
8267 
8331 
8395 
8457 
8519 
8579 
8639 
8698 
8756 
8814 
8871 
8927 
8982 
9036 
9070 
9143 
9196 
9248 
9299 
9350 
9400 
9450 
9499 
9547 
9595 
9643 
9689 
9736 
9782 
9827 
9872 
9917 
9961 

2 

7419 
7497 
7574 
7649 
7723 

3 

7427 
7505 
7582 
7657 
7731 

4 

7435 
7513 

7589 
7664 
7738 
7810 
7882 
7952 
8021 
8089 
8156 
8222 
8287 
8351 
8414 

5 

7443 
7520 
7597 
7672 

7745 
7818 
7889 
7959 
8028 
8096 
8162 
8228 
8293 
8357 
8420 

6 

7451 
7528 
7604 
7679 
7752 
7825 
7896 
7966 
8035 
8102 
8169 
8235 
8299 
8363 
8426 
8488 
8549 
8609 
8669 
8727 
8785 
8842 
8899 
8954 
9009 
9063 
9117 
9170 
9222 
9274 
9325 
9375 
9425 
9474 
9523 
9571 
9619 
9666 
9713 
9759 
9805 
9850 
9894 
9939 
9983 

7 

7459 
7536 
7612 

7686 
7760 
7832 
7903 
7973 
8041 
8109 
8176 
8241 
8306 
8370 
8432 
8494 
8555 
8615 
8675 
8733 

8 

7466 
7543 
7619 
7694 
7767 
7839 
7910 
7980 
8048 
8116 
8182 
8248 
8312 
8376 
8439 
8500 
8561 
8621 
8681 
8739 

9 

12345 

6789 

7474 
7551 

7627 
7701 
7774 
7846 
7917 
7987 
8055 
8122 
8189 
8254 
8319 
8382 
8445 
8506 
8567 
8627 
8686 
8745 
8802 
8859 
8915 
8971 
9025 

12  2  3  4 
12  2  3  4 
12  2  3  4 
112  3  4 
112  3  4 

6  5  6  7 
5  5  6  7 
5  5  6  7 

4  5  6  7 
4  5  6  7 

6o 
6i 
62 
63 
64 

65 
66 
67 
68 
69 
70 
71 
72 
73 
74 
75 
76 
77 
78 
79 
80 
81 
82 
83 
84 

85 
86 

87 
88 

89 
90 
91 
92 
93 
94 

779617803 
7868|7875 
7938  7945 
8007  8014 
8075  8082 

112  3  4 
112  3  4 
112  3  3 
112  3  3 
112  3  3 

4  5  6  6 
4  5  6  6 
4  5  6  6 
4  5  5  6 
4  5  5  6 

8142 
8209 
8274 
8338 
8401 
8463 
8525 
8585 
8645 
8704 
8762 
8820 
8876 
8932 
8987 

8149 
8215 
8280 
8344 
8407 

112  3  3 
112  3  3 
112  3  3 
112  3  3 
112  2  3 

4  5  6  6 
4  5  5  6 
4  5  5  6 
4  4  5  6 
4  4  6  6 

8470 
8531 
8591 
8651 
8710 
8768 
8825 
8882 
8938 
8993 

8476 
8537 
8597 
8657 
8716 
8774 
8831 
8887 
8943 
8998 
9053 
9106 
9159 
9212 
9263 
9315 
9365 
9415 
9465 
9513 
9562 
9609 
9657 
9703 
9750 
9795 
9841 
9886 
9930 
9974 

8482 
8543 
8603 
8663 
8722 
8779 
8837 
8893 
8949 
9004 
9058 
9112 
9165 
9217 
9269 
9320 
9370 
9420 
9469 
9518 
9566 
9614 
9661 
9708 
9754 
9800 
9845 
9890 
9934 
9978 

112  2  3 
112  2  3 
112  2  3 
112  2  3 
112  2  3 

4  4  5  6 
4  4  5  5 
4  4  5  5 
4  4  5  5 
4  4  5  6 

8791 
8848 
8904 
8960 
9015 
9069 
9122 
9175 
9227 
9279 
9330 
9380 
9430 
9479 
9528 
9576 
9624 
9671 
9717 
9763 
9809 
9854 
9899 
9943 
9987 

8797 
8854 
8910 
8965 
9020 

112  2  3 
112  2  3 
112  2  3 
112  2  3 
112  2  3 

3  4  5  6 
3  4  5  6 
3  4  4  6 
3  4  4  6 
3  4  4  6 

9042  9047 
9096  9101 
9149  9154 
9201  9206 
9253  9258 

9074 
9128 
9180 
9232 
9284 
9335 
9385 
9435 
9484 
9533 
9581 
9628 
9675 
9722 
9768 
9814 
9859 
9903 
9948 
9991 

9079 
9133 
9186 
9238 
9289 
9340 
9390 
9440 
9489 
9538 
9586 
9633 
9680 
9727 
9773 
9SI8 
9863 
9908 
9952 
9996 

112  2  3 
112  2  3 
112  2  3 
112  2  3 
112  2  3 

3  4  4  6 
3  4  4  6 
3  4  4  6 
3  4  4  6 
3  4  4  5 

9304 
9355 
9405 
9455 
9504 
9552 
9600 
9647 
9694 
9741 
9786 
9832 
9877 
9921 
9965 

9309 
9360 
9410 
9460 
9509 
9557 
9605 
9652 
9699 
9745 
9791 
9836 
9881 
9926 
9969 

112  2  3 
112  2  3 
0  112  2 
0  112  2 
0  112  2 

3  4  4  5 
3  4  4  6 
3  3  4  4 
3  3  4  4 
3  3  4  4 

0  112  2 
0  112  2 
0  112  2 
0  112  2 
0  112  2 

3  3  4  4 
3  3  4  4 
3  3  4  4 
3  3  4  4 
3  3  4  4 

95 
96 
97 
98 
99 

9777 
9823 
9868 
9912 
9956 

0  112  2 
0  112  2 
0  112  2 
0  112  2 
0  112  2 

3  3  4  4 
3  3  4  4 
3  3  4  4 
3  3  4  4 
3  3  3  4 
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Decimal 

Decimai- 

Decimal 

Decimal 

Days 

OF  A 

Days 

OF  A 

Days 

OF  A 

Days 

OF  A 

Year 

Year 

Year 

Year 

1 

.0027 

47 

.1288 

92 

,2521 

138 

..3781 

2 

.0065 

48 

.1315 

93 

.2548 

1.39 

.3808 

3 

.0082 

49 

.1342 

94 

.2575 

140 

.3836 

4 

.0110 

50 

.1370 

95 

.2603 

141 

..3863 

5 

.0137 

51 

.1397 

96 

.2630 

142 

.3890 

6 

.0164 

52 

.1425 

97 

.2658 

143 

.3918 

7 

.0192 

53 

.1452 

98 

.2685 

144 

.3945 

8 

.0219 

54 

.1479 

99 

.2712 

145 

..3973 

9 

.0247 

55 

.1507 

100 

.2740 

146 

.4000 

10 

.0274 

56 

.1534 

101 

.2767 

147 

.4027 

11 

.0301 

57 

.1562 

102 

.2795 

148 

.4055 

12 

.0329 

58 

.1589 

103 

.2822 

149 

.4082 

13 

.0356 

59 

.1616 

104 

.2849 

150 

.4110 

14 

.0384 

60 

.1644 

105 

.2877 

151 

.4137 

15 

.0411 

61 

.1671 

106 

.2904 

152 

.4164 

16 

.0438 

62 

.1699 

107 

.2932 

153 

.4192 

17 

.0466 

63 

.1726 

108 

.2959 

154 

.4219 

18 

.0493 

64 

.1753 

109 

.2986 

155 

.4247  . 

19 

.0521 

65 

.1781 

110 

.3014 

156 

.4274 

20 

.0548 

66 

.1808 

111 

.3041 

157 

.4301 

21 

.0575 

67 

.1836 

112 

..3068 

158 

.4329 

22 

.0603 

68 

.1863 

113 

.3096 

159 

.4356 

23 

.0630 

69 

.1890 

114 

.3123 

160 

.4384 

24 

.0658 

70 

.1918 

115 

.3151 

161 

.4411 

25 

.0685 

71 

.1945 

116 

.3178 

162 

.4438 

26 

.0712 

72 

.1973 

117 

.3205 

163 

.4466 

27 

.0740 

73 

.2000 

118 

.3233 

164 

.4493 

28 

.0767 

74 

.2027 

119 

..3260 

165 

.4521 

29 

.0795 

75 

.2055 

120 

.3288 

166 

.4548 

30 

.0822 

76 

.2082 

121 

.3315 

167 

.4575 

31 

.0849 

77 

.2110 

122 

.3.342 

168 

.4603 

32 

.0877 

78 

.2137 

123 

.3370 

169 

.4630 

33 

.0904 

79 

.2164 

124 

.3.397 

170 

.4658 

34 

.0932 

80 

.2192 

125 

.3425 

171 

.4685 

35 

.0959 

81 

.2219 

126 

.3452 

172 

.4712 

36 

.0986 

82 

.2247 

127 

.3479 

173 

.4740 

37 

.1014 

83 

,2274 

128 

.3507 

174 

.4767 

38 

.1041 

84 

.2301 

129 

.3534 

175 

.4795 

39 

.1068 

85 

.2329 

130 

.3.562 

176 

.4822 

40 

.1096 

86 

,2356 

131 

.3589 

177 

.4849 

41 

.1123 

87 

,2384 

132 

.3616 

178 

.4877 

42 

.1151 

88 

.2411 

133 

.3644 

179 

.4904 

43 

.1178 

89 

.2438 

134 

.3671 

180 

.4932 

44 

.1205 

90 

.2466 

135 

..3699 

181 

.4959 

45 

.1233 

91 

.2493 

136 

.3726 

182 

.4986 

46 

.1260 

911 

.2500 

137 

.3753 

182i 

.6000 
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OF  A  YEAR  OF  365  DAYS 


Decimal 

Decimal, 

Decimal 

Decimal 

Days 

OF  A 

Days 

OF  A 

Days 

OF  A 

Days 

OF  A 

Year 

Year 

Year 

Year 

183 

.5014 

229 

.6274 

274 

.7507 

320 

.8767 

184 

.5041 

230 

.6301 

275 

.7534 

321 

.8795 

185 

.5068 

231 

.6329 

276 

.7562 

322 

8822 

186 

.5096 

232 

.6356 

277 

.7589 

323 

.8849 

187 

.5123 

233 

.6384 

278 

.7616 

324 

.8877 

188 

.5151 

234 

.6411 

279 

.7644 

325 

8904 

189 

.5178 

235 

.6438 

280 

.7671 

326 

8932 

190 

.5205 

2.36 

.6466 

281 

.7699 

327 

-8959 

191 

.5233 

237 

.6493 

282 

.7726 

328 

8986 

192 

.5260 

238 

.6521 

283 

.7753 

329 

.9014 

193 

.5288 

239 

.6548 

284 

.7781 

330 

.9041 

194 

.5315 

240 

.6575 

285 

.7808 

331 

.9068 

195 

.5342 

241 

.6603 

286 

.7836 

332 

.9096 

196 

.5370 

242 

.6630 

287 

.7863 

333 

.9123 

197 

.5397 

243 

.6658 

288 

.7890 

334 

.9151 

198 

.5425 

244 

.6685 

289 

.7918 

335 

.9178 

199 

.5452 

245 

.6712 

290 
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COMMERCIAL  TERMS,  ABBRE. 
VIATIONS,  AND  SYMBOLS 


Like  every  other  special  branch  of  study,  the  Theory  and  Prac- 
tice of  Accounts  has  its  own  special  vocabulary  of  technical  terms. 
In  all  literature  of  accounting  and  business  methods  in  general,  these 
terms  are  frequently  employed;  and  the  student  will  find  it  not  only 
advantageous,  but  in  fact  absolutely  necessary,  to  familiarize  himself 
thoroughly  with  their  use. 

The  commercial  terms  and  definitions  in  the  following  list  are 
the  ones  most  commonly  used  in  business.  Great  care  has  been 
exercised  in  preparing  a  list  that  is  practical  and  in  making  the 
definitions  clear. 

DICTIONARY  OF  COMMERCIAL  TERMS 

Acceptance — When  a  draft  or  bill  of  exchange  is  presented  to  the 
drawee,  he  writes  across  the  face  "Accepted"  or  "Accepted  for  pay. 
ment  at ,     .     ."  and  signs  his  name.    It  is  then  termed  an  acceptance. 

Accommodation  Note — A  note  given  without  consideration  of 
value  received ;  usually  done  to  enable  the  payee  to  raise  money. 

Accou7it — 

(a)  A  statement  of  debits  and  credits. 

(b)  A  record  of  transactions  with  a  particular  person  or 
persons,  or  with  respect  to  a  particular  object. 

Account  Books — Books  in  which  records  of  business  transactions 
or  accounts  are  kept. 

Account  Current — An  account  of  transactions  during  the  present 
month,  week,  or  other  current  period.     An  open  account. 

Account  Sales — A  statement  in  detail  covering  sales,  expenses, 
and  net  proceeds  made  by  a  commission  merchant  to  one  who  has 
consigned  goods  to  him. 
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COMMERCIAL  TERMS 


Accrued;  Accrued  Interest — 

(a)    Accumulated  interest  not  payable  until  a  specified  date. 
(6)     Accumulated  rent. 
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Specimen  Account 

Acknmvledgment — A  certificate  to  the  genuineness  of  a  document 
signed  and  sworn  to  before  an  authorized  official,  as  a  Notary  Public. 

Administrator — One  appointed  by  the  court  to  settle  an  estate. 

Ad  Valorem — According  to  value.  A  term  used  to  indicate  that 
duties  are  payable  on  the  value  rather  than  on  the  weight  or  quan- 
tity of  articles. 

Adventure — As  used  in  business,  this  term  signifies  a  venture  or 
speculation. 
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COMMERCIAL  TERMS  3 

Admcc — Information  with  reference  to  a  business  transaction; 
notice  of  shipment;  notice  of  draft.  Transmitted  by  letter  or  tele- 
gram. 

Affidavit — A  statenient  or  declaration  made  under  oath,  before 
an  authorized  official. 

Agent — One  authorized  to  act  or  transact  business  for  another. 

Agreement — A  mutual  contract  entered  into  by  two  or  more 
persons. 


State   of   luuNOis, 

COUNTY    OF j 

jj, a  Noiary  Public  in  and  for 

the  County  and  State  aforesaid,  do  hereby  certify  f/ia/  on  tlie day 

of A.  D.  190 ,  personally  appeared  before  me 


to  me  personally  known  to  be  tlie  same  persons  who  executed  the  foregoing  stdte- 
ment,  and  severally  acknowledged  that  they  executed  the  same 
for  the  purposes  therein  set  forth. 

3n  Wtln^BS  Wl^ntOf,  l  have  liersunto  set  my  hand 
and  seal,  the  day  and  year  above  written. 


Notary  Public. 


Acknowlediiiuent 


Alloivance — An  abatement;  a  credit  for  inferior  goods,  error  in 
quantity,  etc. 

Annual  Statement — A  yearly  summary  of  the  transactions  of  a 
business. 

Annuity — ^An  amount  payable  to  or  received  from  another  each 
year  for  a  term  of  years  or  for  life. 

Antedate — To  date  a  document  or  paper  prior  to  or  preceding 
the  actual  time  of  its  execution. 
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4  COMMERCIAL  TERMS 

Appraise — ^To  place  a  value  on  goods  or  property.  An  estimate 
made  for  the  purpose  of  assessing  duties  or  taxes. 

Appreciation — An  increase  in  value.  Real  estate  may  increase 
in  value  on  account  of  the  demand  for  property  in  the  immediate 
vichiity. 

Approbation  or  Approval  Sales.  Goods  delivered  to  customers 
with  the  understanding  that  if  not  found  satisfactory  they  are  to  be 
returned  within  a  definite  period  and  without  payment. 

Articles — A  collection  of  merchandise ;  parts  of  a  written  agree- 
ment, as  "Articles  of  Association." 

Arbitrate— To  determine  or  settle  disputes  between  two  or  more 
parties,  as  settlement  of  differences  between  employer  and  employees. 

Assets — All  of  the  property',  goods,  possessions  of  Aalue  of  a 
person  or  persons  in  business. 

Assign — To  transfer  or  convey  to  another  for  the  benefit  of 
creditors. 

Assignee — The  person  to  whom  the  property  or  business  is  trans- 
ferred.    Usually  acts  as  a  trustee  of  the  creditors. 

Assignment — ^The  debtor's  transfer  or  conveyance  of  his  property 
to  a  trustee. 

Assignor — The  debtor  who  makes  an  assignment,  or  transfers 
property  for  the  benefit  of  creditors. 

Association — A  body  organized  for  a  common  object. 

Attachment — A  legal  seizure  of  goods  to  satisfy  a  debt  or  claim. 

Auxiliary — Books  of  record  other  than  books  of  original  entry 
or  principal  books  of  account.  Books  used  for  purposes  of  distribu- 
tion or  the  gathering  of  statistics  are  "auxiliary"  books. 

Audit — To  verify  the  accuracy  of  accounts  by  examining  or 
checking  records  pertaining  thereto. 

Average — As  applied  to  accounts,  the  mean  time  which  bills  of 
different  dates  have  to  run,  or  an  average  due  date  for  several  accounts. 
Determining  the  due  date  is  sometimes  referred  to  as  averaging 
accounts. 

Balance — ^The  difference  between  the  debit  and  credit  sides  of  an 
account.  To  close  an  account  by  entering  the  amount  on  the  lesser 
side  necessary  to  make  the  two  sides  balance. 

Balance  Shed — A  statement  or  summary  in  condensed  form 
made  for  the  purpose  of  showing  the  standing  or  condition  of  a  business. 
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Balance  of  Trade — The  balance  or  difference  in  value  between 
the  imports  and  exports  of  a  country. 

Bale — ^The  form  in  which  certain  commodities  are  marketed. 
A  bale  of  cotton,  bale  of  hay,  etc. 

Bank  Balance — The  net  amount  to  the  credit  of  a  depositor  at 
the  bank. 

Bank  Note — A  note  issued  by  a  bank,  payable  on  demand,  which 
passes  for  money. 

Bank  Draft — An  order  drawn  by  one  bank  on  another  for  the 
purpose  of  paying  money. 

Bank  P ass-Book — A  small  book  furnished  to  a  depositor  by  his 
bank,  in  which  are  entered  the  amounts  of  deposits  and  sometimes 
the  checlvs  or  withdrawals. 

Bankrupt — A  person,  firm,  or  corporation  whose  liid)ilities  exceed 
their  assets;  who  are  unable  to  meet  their  obligations. 

Bill — A  statement  or  record  of  goods  bought  or  sold,  or  of  ser- 
vices rendered. 


OHIOA60,_ 


_10O« 


To  American  Technical  Society,  dr. 

PUBLISHERS 


Chicago,  III. 


Bill 
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6  COMMERCIAL  TERMS 

Bill  of  Exchancje — An  orider  on  a  given  person  or  bank  to  pay 
a  specified  amount  to  the  person  and  at  the  time  named  in  the  bill. 
The  term  is  more  commonly  used  to  apply  to  orders  on  another 
country,  being  made  in  triplicate. 

Bill  of  Lading — A  receipt  issued  by  the  representative  of  a  com- 
mon carrier,  for  goods  accepted  for  transportation  to  a  specified  point 
and  at  a  given  rate.  It  is  a  contract,  and,  when  transferred  to  a  third 
party,  becomes  an  absolute  title  to  the  goods. 


UttUorm  BfU  or  Lading -SlandArd  form  of  Stnlgbl  StII  of  Lading  appr? 


Railroad  Company,   sh^-. no- 
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Charges  Advanced: 
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Bill  of  Lading 


Bill  of  Sale — A  written  document  executed  by  the  seller,  trans- 
ferring title  to  personal  property. 

Bill  Head — The  l:)lank  or  form  on  which  a  bill  is  made.  For 
illustration,  see  Bill. 
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8  COMMERCIAL  TERMS 

Bills  Payable — Promissory  notes  and  acceptances  which  we  are 
to  pay. 

Bills  Receivable — Promissory  notes  and  acceptances  which  are 
to  be  paid  to  us. 

Blanks — Papers  or  books  ruled  or  printed  in  suitable  form  for 
business  records. 

Blotter — A  book  in  which  are  entered  memoranda  of  transactions 
which  are  later  copied  into  other  books.     Also  known  as  a  day  book. 

Bond — A  written  agreement  binding  a  person  to  do  or  not  to  do 
certain  things  specified  therein.  A  negotiable  instrument  secured 
by  mortgage  or  other  security,  binding  the  maker  to  pay  certain  sums 
on  specific  dates. 

Bonded  Goods — Goods  stored  in  a  government  warehouse,  or 
in  bonded  cars,  bonds  having  been  given  by  the  owner  for  the  pay- 
ment of  import  duties  or  internal  revenue  taxes  when  removed. 

Bonus — An  amount  paid  in  excess  of  the  sum  originally  agreed 
upon.  A  premium  or  gift — for  example,  a  sum  paid  to  a  salesman 
as  extra  compensation  for  making  a  certain  number  of  sales. 

Book  Account — A  charge  or  evidence  of  indebtedness  on  the 
books  of  account  not  secured  by  note  or  other  written  promise. 

Brand — A  class  of  goods.  A  symbol  or  name  used  to  designate 
a  specific  article.     A  trade  mark. 

Broker — One  who  acts  as  agent  or  middleman  between  buyer 
and  seller. 

Brokerage — ^The  commissions  or  fees  paid  the  broker  for  his 
services.     Also  a  term  used  to  designate  his  business. 

Bullion — ^Uncoined  gold  or  silver. 

Call  Loans — Loans  made  payable  on  demand  or  when  called 
for. 

Cancel — To  render  null  and  void;  to  annul. 

Cafiial — ^Property  or  money  invested  in  a  business. 

Capitcd  Stock — ^A  term  used  to  indicate  the  subscriptions  of  all 
stockholders  to  the  capital  of  a  corporation. 

Cartage — ^The  charges  made  for  hauling  goods  by  wagon, or  other^ 
wise  than  by  freight  or  express. 

Cash  Sales — Sales  for  which  immediate  payment  is  received  in 
contradistinction  to  sales  of  goods  on  credit. 

Certificate  of  Stock — A  written  statement  or  declaration  of  the 
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Knam  all  Mm  bg  %fi?  pr^a^nts, 

THAT 

of  the in  the  County  of 

and  State  of part         of  the  first  part,  for  and  in  consideration 

of    the     sum     of Dollars, 

lawful  money  of  the  United  States  of  America,  to in  hand  paid,  at  or  before 

the  ensealing  and  delivery  of  these  Presents,  by 


of  the  second  part,  the  receipt  whereof  is  hereby  acknowledged,  ha  granted,  bargained, 
sold,  and  delivered,  and,  by  these  Presents,  do  grant,  bargain,  sell,  and  deliver,  unto 
the  said  part  of  the  second  part,  all  the  following  GOODS,  CHATTELS,  and 
PROPERTY,   to  wit: 


To  Have  and  to  Hold  the  said  goods,    chattels,    and    property    unto    the    said 

part      of  the  second  part, heirs,  executors,  administrators,  and  assigns,  to 

and  for own  proper  use  and  behoof,  forever. 

And  the  said  part       of  the  first  part  do     vouch to  be  the  true 

and  lawful  owner     of  the  said  goods,  chattels,  and  property,  and  have  in 

full  power,  good  right,  and  lawful  authority,  to  dispose  of  the  said  goods,  chattels,  and 

property,  in  manner,  as  aforesaid:  And do,  for heirs, 

executors,  and  administrators,  covenant  and  agree  to  and  with  the  said  part       of  the 
second  part,  to  Warrant  and  Defend  the  said  goods,  chattels,  and  property  to  the  said 

part         of  the  second  part, executors,  administrators,  and  assigns  against 

the  lawful  claims  and  demands  of  all  and  every  person  and  persons  whomsoever. 

In    Witness    Whereof, hare    hereunto    set hand   and 

seal,  the day  of in  the  year  one 

thousand  nine  hundred  and 

Sealed  and  Delivered  in  the  Presence  of  [seal] 

[seal] 


.  Bill  oi  S&U> 
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10  COMMERCIAL   TERMS 

purchase  of  a  specified  number  of  shares  of  the  capital  stock  of  a 
corporation.     An  evidence  of  ownership. 

Certified  Check — A  check,  the  payment  of  which  is  guaranteed 
by  the  bank  on  which  it  is  drawn. 

Charges — The  expense  involved  in  handling  goods  or  in  perform- 
ing a  specific  act — as,  for  example,  charges  for  storage,  freight  charges, 
etc.     Also  a  synonym  for  debits. 

Chart — A  classified  exhibit  of  the  components  of  a  business 
organization,  showing  the  authority  and  responsibilities  of  the  mem- 
bers. Grouping  of  the  accounts  of  a  business  with  respect  to  their 
relation  to  one  another. 

Charter — To  hire  a  car,  ship,  or  other  instrument  of  transpor- 
tation.    A  document  defining  the  rights  and  duties  of  a  corporation. 

Check — An  order  on  a  bank  to  pay  to  a  certain  person,  or  to  the 
order  of  such  person,  a  specified  sum,  which  sum  is  to  be  charged  to 
the  account  of  the  drawer  of  the  check. 

Clearing  House — An  exchange  established  by  banks  in  cities, 
for  their  convenience  in  making  daily  settlements.  The  checks  and 
drafts  on  the  different  banks  are  exchanged  without  the  formality  of 
presenting  them  personally  at  each  bank.  A  balance  is  found,  and 
this  amount  only  is  paid  in  cash. 

Closing  an  Account — Making  an  entry  that  will  balance  the 
account. 

Collateral — Pledges  of  security — as  stocks,  bonds,  etc. — to 
protect  an  obligation  or  insure  the  payment  of  a  loan. 

Commission — A  percentage  or  share  of  the  proceeds  allowed  for 
the  sale  of  merchandise — as  the  pay  of  a  commission  merchant  for 
selling  a  car  of  flour. 

Commission  Merchant — One  who  sells  goods  on  commission. 
Similar  to  a  broker. 

Commercial  Paper — Negotiable  paper  used  in  business. 

Common  Law — Law  based  upon  the  precedent  of  usage,  though 
not  contained  in  tlie  statutes. 

Company — A  corporation;  also  used  to  designate  partners  whose 
names  are  not  known. 

Compromise — To  settle  an  account  for  less  than  the  amount 
claimed.     To  agree  upon  a  settlement. 
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Consideration — The  price  or  money  paid  or  to  be  paid  which 
induces  the  entering  into  a  contract  by  two  or  more  persons. 

Consignee — ^The  party  to  whom  goods  are  shipped.  A  person 
to  whom  goods  are  sent  to  be  sold  on  commission  is  a  consignee.  The 
goods  so  sent  are  known  as  a  consignment,  and  the  sender  is  the 
consignor. 

Consul — An  agent  of  the  Government,  residing  in  a  foreign  part, 
who  guards  the  interests  of  his  own  Government. 

Contra — On  the  opposite  side — as  a  contra  account. 

Contract — A  written  agreement  between  two  or  more  persons 
to  perform  or  not  to  perform  some  specified  act  or  acts. 

Contingent  Assets  and  Liabilities — Resources  or  HabiUties  whose 
value  depends  upon  certain  conditions. 

Contingent  Fund — A  sum  put  aside  to  provide  for  an  anticipated 
obligation;  a  reserve  fund. 

Conveyance — A  term  used  to  describe  certain  forms  of  legal 
documents  transferring  from  one  person  to  another,  title  to  property 
or  collateral. 

Copyright — A  right  granted  to  an  author  or  publisher  to  control 
the  publication  of  any  writing,  or  the  reproduction  of  a  photograph, 
painting,  etc. 

Counterfeit — A  spurious  coin,  or  bank  or  treasury  note. 

Coupon — A  certificate  detached  from  a  bond,  which  entitles  the 
holder  to  the  payment  of  interest. 

Coupon  Bond — Bonds  to  which  are  attached  coupons  calling  for 
the  payment  of  interest.  The  coupons,  when  detached,  become 
negotiable  paper. 

Credentials — Letters  or  testimonials  conveying  authority. 

Creditor — One  whom  we  owe;  one  who  gives  credit. 

Currency — The  coin  or  paper  money  constituting  the  circulating 
medium  of  a  country. 

Debenture — A  certified  evidence  of  debt.     Sec  Bond. 

Debit — ^To  charge;  to  record  an  amount  due. 

Deed — A  written  document  or  contract  transferring  title  to  real 
estate. 

Defalcation — The  appropriating  to  one's  own  use,  of  money 
intrusted  to  him  by  another;  embezzlement. 
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Deferred  Bonds — Bonds  which  are  to  be  paid  when  some  con- 
dition is  fulfilled  in  the  future. 

Delivery  Receipt — An  acknowledgment  of  the  delivery  of  goods. 
Largely  used  by  merchants  in  the  delivery  of  goods  to  customers. 

Demand  Note — A  promissory  note  or  acceptance  payable  on 
presentation  or  on  demand. 
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Depoait — The  money  placed  in  custody  of  the  bank,  subject  to 
order. 

Depreciation — A  reduction  in  the  value  of  property.  In  a 
manufacturing  plant,  buildings  and  machinery  depreciate  in  value 
through  wear  and  tear;  a  residence  property  may  depreciate  owing 
to  the  nature  of  a  nearby  building. 


Delivery  Receipt 

Disconnt — An  allo\\ance  or  abatement  made  for  the  payment 
of  a  bill  within  a  specified  period.  The  interest  paid  in  advance  on 
money  borro^^•ed  from  a  bank. 

Dishonor — Refusal  to  accept  a  draft,  or  failure  to  pay  a  written 
obligation  when  due. 


Demand  Not« 


Dividend — The  profits  which  are  distributed  among  the  stock- 
holders of  a  corpora tioTi. 

Draft — A  written  order  for  the  payment  of  money — usually  made 
through  some  bank. 
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Drawer — The  person  by  whom  the  draft  is  made;  the  one  who 
requested  the  payment  of  money  by  the  drawee. 

Drayage — Synonymous  with  cartage. 

Due  Bill — A  written  acknowledgment  of  an  amount  due;  of  the 
same  effect  as  a  demand  note. 

Dunning — SoHciting  or  urgently  pressing  the  payment  of  a  debt. 

Duplicate — A  copy  of  a  paper  or  document;  the  act  of  making 
a  copy. 

Duty — ^The  tax  paid  on  imported  goods. 

Doubtful — Of  questionable  value.  We  refer  to  an  account  as 
"doubtful"  when  we  question  the  likelihood  of  its  payment. 


^^'■^••^•■^'■*^<^*^^-^'i^<-^'-<->'.a^'M^',afi^itti4'i^riii^ 


Draft 

Earnest — An  advance  payment,  applying  on  the  purchase  price, 
made  to  bind  an  oral  bargain. 

Embezzlement — See  Defalcation. 

Exchange — ^The  charge  made  by  a  bank  for  the  collection  of 
drafts  or  checks. 

Exports — Commodities  sent  to  another  country. 

Extend — To  set  a  later  date  for  payment;  to  atld  several  items 
and  carry  the  totals  to  the  proper  column. 

Face  Value — ^The  amount  for  which  a  commercial  paper  is  drawn. 

Facsimile — An  exact  duplicate  or  exact  copy. 

Financial  Statement — A  term  used  in  the  same  sense  as  balance 
sheet  or  annual  statement. 

Fiscal — A  financial  or  business  year,  in  contradistinction  to  a 
calendar  year.  The  fiscal  year  of  a  business  may  commence  and  end 
on  any  date — usually  on  the  date  on  which  it  was  started. 

Fixed  Assets — Permanent  assets  acquired  by  a  firm  or  corpora- 
tion to  enable  them  to  conduct  a  business.  Includes  real  estate, 
building,  machinery,  horses  and  wagons,  etc. 
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Fixed  Charges — Those  charges  in  connection  with  the  operation 
of  a  business  which  occur  at  regular  intervals,  such  as  rent,  taxes,  etc. 

Fixtures — A  fixed  asset  represented  by  that  part  of  the  furniture 
not  readily  removable,  such  as  gas  and  electric  light  fixtures. 

Folio — A  column  provided  in  account  books,  in  which  to  enter 
the  page  numbers  of  other  books  from  or  to  which  records  are  trans- 
ferred. 

Footing — ^The  sum  or  amount  of  a  column  of  figures. 

Foreign  Exchange — Drafts  on  foreign  cities. 

Freight — The  charges  paid  for  the  transportation  of  goods. 

Gain — The  increase  in  value  of  assets  or  profit  resulting  from  a 
transaction  or  transactions. 

Gauging — Measuring  the  liquid  contents  of  casks  or  barrels. 

Going  Business — A  term  used  to  designate  a  business  in  actual 
operation.  Good-will  or  the  reputation  of  a  business  has  a  value  so 
long  as  the  business  is  in  operation,  or  kept  going,  \^'^len  a  business 
is  discontinued,  only  the  physical  assets  or  actual  properties  owned 
by  the  business  are  of  value. 

Good  Will — ^The  monetary  value  of  the  reputation  of  a  business 
over  and  above  its  visible  assets;  the  value  of  a  business  name. 

Gross — The  entire  amount  in  contradistinction  to  the  net  amount 
— as  gross  weight  or  gross  profit. 

Guarantee  or  Guaranty — Surety  for  the  maintenance  of  quality 
or  the  performance  of  contracts. 

Honor — To  pay  a  promissory  note  when  due;  to  accept  or  pay 
*  draft. 

Hypothecate — ^To  deposit  as  collateral  security  for  a  loan. 

Import — To  bring  goods  into  the  country. 

Income — The  receipts  of  a  business. 

Income  Bonds — Bonds  on  which  the  payment  of  interest  is  con- 
tingent on  profits  earned.  If  the  interest  is  passed  on  account  of  lack 
of  funds,  the  holder  of  the  bond  has  no  claim. 

Indemnity — Security  against  a  form  of  loss  which  has  occurred 
or  may  occur — as  fire  insurance,  against  loss  by  fire. 

Indorse — To  guarantee  the  payment  of  commercial  paper  by 
writing  one's  name  on  the  back. 

Indorsee — The  person  to  whom  a  paper  is  indorsed. 
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THIS  AGREEMENT,     Made  the day  of 

in  the  year  One  Thousand  Nine  Hundred ,  Between 

of  the  first  part,  and 

of  the  second  part, 

Witnesseth,      That   the  said  part ....  of  the  first  part  ha ...  .  agreed  to  let,  and 
hereby  do.  .  .  .let  to  the  said  part.  .  .  .of  the  second  part,  and  the  said  part.  .  .  .of 

the  second  part  ha agreed  to  take,  and  hereby  do take  from   the  said 

part ....  of  the  first  part, 


for  the  term  of ,  to  commence  on  the 

day  of ,  A.  D.  19 .  . ,  and  to  end  on  the 

day  of ,A.D.  19... 

AND  The  said  part of  the  second  part  HEREBY  COVENANT AND 

AGREE ....  to  pay  unto  the  said  part ....  of  the  first  part,  the 

rent  or  sum  of payable 

AND  To  quit  and  surrender  the  premises,  at  the  expiration  of  the  said  term, 
in  as  good  state  and  condition  as  they  were  in  at  the  commencement  of  the  term, 
reasonable  use  and  wear  thereof  and  damages  by  the  elements,  excepted. 

AND  The  said  part ....  of  the  second  part  further  covenant ....  that 

will  not  assign  this  lease,  nor  let,  or  underlet  the  whole  or  any  part  of  the  said 
premises,  nor  make  any  alteration  therein  without  the  written  consent  of  the  said 
part.  .  .  .of  the  first  part,  under  the  penalty  of  forfeiture  and  damages;  and  that 

will  not  occupy  or  use  the  said  premises,  nor  permit  the  same  to  be 

occupied  or  used  for  any  business  deemed  extra-hazardous  on  account  of  fire 
or  otherwise,  without  the  like  consent,  under  the  like  penalty. 

AND  The  said  part ....  of  the  second  part  further  covenant ....  that 

will  permit  the  said  part ....  of  the  first  part,  or agent,  to  show  the 

premises  to  persons  wishing  to  hire  or  purchase,  and  on  and  after  the  first  day  of 
February  next  preceding  the  expiration  of  the  term,  will  permit  the  usual  notice 
of  "to  let"  or  "for  sale"  to  be  placed  upon  the  walls  or  doors  of  said  premises,  and 
remain  thereon  without  hindrance  or  molestation. 

AND  ALSO,  That  if  the  said  premises,  or  any  part  thereof,  shall  become 

vacant  during  the  said  term,  the  said  part.  .  .  .of  the  first  part,  or 

representative,  may  re-enter  the  same,  either  by  force  or  otherwise,  without  being 
liable  to  any  prosecution  therefor;  and  re-let  the  said  premises  as  the  agent  of 
the  said  part ....  of  the  second  part,  and  receive  the  rent  thereof,  applying  the 
same  first  to  the  payment  of  svich  expenses  as may  be  put  to  in  re- 
entering, and  then  to  the  payment  of  the  rent  due  by  these  presents;  and  the 
balance  (if  any)  to  be  paid  over  to  the  said  part ....  of  the  second  part,  who  shall 
remain  liable  for  any  deficiency. 

AND  The  said  part ....  of  the  second  part  hereby  further  covenant ....  that 
if  any  default  be  made  in  the  payment  of  the  said  rent,  or  any  part  thereof,  at  the 
times  above  specified,  or  if  default  be  made  in  the  performance  of  any  of  the 
covenants  or  agreements  herein  contained,  the  said  hiring,  and  the  relation  of  land- 
lord and  tenant,  at  the  option  of  the  said  part .  .  .of  the  first  part  shall  wholly  cease 
and  determine;  and  the  said  part.  .  .of  the  first  part  shall  and  may  re-enter  the  said 
premises  and  remove  all  persons  therefrom;  and  the  said  part.  .  .  .of  the  second 
part  hereby  expressly  waive ....  the  service  of  any  notice  in  writing  of  intention 
to  re-enter,  notice  to  terminate  the  tenancy,  notice  to  quit  or  demand  for  posses- 
sion. 

IN  WITNESS  WHEREOF,  The  parties  to  these  presents  have  hereunto  set 
their  hands  and  seals,  the  day  and  year  first  above  written. 

[seal.] 

Sealed  and  Delivered  in  the  Presence  of 

[seal.] 

[^l^AL.] 


Lease 
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Indorser — ^The  person  who  guarantees  payment;  the  one  who 
indorses. 

Infringe;  Infringement — To  trespass  upon  another's  rights— as 
infringement  of  a  patent  or  copyright. 

Installment — ^An  account  or  note  the  payment  of  which  is  to  be 
made  in  several  parts,  at  stated  intervals. 

Insolvent — Unable  to  pay  one's  obligations. 

Instant — Principally  used  in  correspondence  to  indicate  the 
present  month. 

Insurance  Policij — A  contract  between  an  insurance  company 
and  the  insured. 

hiterest — ^The  sum  or  premium  paid  for  the  use  of  money;  one's 
share  in  a  business  or  a  particular  property. 

Inventory — An  itemized  schedule  of  the  property  or  goods  belong- 
ing to  a  business. 

hwestment — Money  paid  for  goods  or  property  to  be  held;  not 
for  speculation. 

Invoice — A  list  of  goods  bought  or  sold.     See  Bill. 

Jobber — One  who  buys  from  manufacturers  and  sells  to  retailers; 
a  middleman. 

Job  Lot — An  incomplete  assortment  of  goods  to  be  disposed  of 
in  a  lump.  Usually  indicates  small  portions  or  remnants  of  a  stock, 
the  bulk  of  which  has  been  sold. 

Joint  Stock — ^Property  owned  in  common  by  several  individuals 
known  as  stockholders. 

Leakage — An  allowance  for  waste  of  liquids  in  transit;  refers 
particularly  to  liquids  shipped  in  casks. 

Lease — A  written  agreement  covering  the  use  of  property  during 
a  specified  period,  at  a  stated  rental. 

Legal  Tender — The  lawful  amount  to  be  offered  in  payment  of 
an  obligation.     Bank  notes  or  other  currency  which  passes  for  money. 

Lessee — One  who  receives  a  lease.     The  lessor  makes  it. 

Letter  of  Advice— A  letter  giving  notice  of  some  act  in  which  the 
one  receiving  the  adxace  has  an  interest — as  making  a  shipment,  notice 
of  draft,  etc. 

Letter  of  (hedlt—A  letter  which  authorizes  the  receiving,  by  the 
holder,  of  credit  to  a  stated  amount.  Principally  used  by  travelers 
to  secure  credit  from  foreign  bankers. 
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Liahiliiies — Tlie  obligations  or  debts  of  a  firm,  corporation,  or 
individual. 

License — Permission,  usually  granted  by  a  municipality,  to  con- 
duct a  specified  business. 

Liquidation — The  closing-out  of  a  business  or  an  estate. 

Loss  and  Gain — The  amount  of  profits  or  losses  of  a  business. 

Maker — One  who  signs  a  note. 

Manifest — A  list  or  schedule  of  the  articles  in  a  ship's  cargo,  or 
of  the  goods  comprising  a  shipment. 


III^°lVe  particularly  request  you  to  put  Number  of  this  Order  on  your  Bill.  ^WS 


No /^ 

J^-^ 


Please  Send  by_ 


If  not  on  hand  please  inform  us.  rer- 


Order. 

Maturity — The  time  when  an  obligation  or  an  account  is  due. 

Mercantile  Agency — A  company  which  obtains  and  keeps  for  the 
use  of  its  customers  information  showing  the  standing  of  business  firms. 

Merchandise — The  stock  in  trade,  or  goods  bought  to  be  sold 
again. 

Money  Order — An  order  instructing  a  third  party  to  pay  money 
to  the  person  named.     A  form  in  which  money  is  transmitted. 

Monopoly — The  exclusive  control  of  the  manufacture  or  sale  of 
an  article. 

Mortgage — A  temporary  transfer  of  title  to  land,  goods,  or  chat- 
tels to  secure  payment  ot  a  debt. 
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Mortgagor — One  who  gives  a  mortgage.  The  one  to  whom  the 
mortgage  is  given  is  the  mortgagee. 

Negotiable — An  agreement  or  any  commercial  paper  which  can 
be  transferred  by  delivery  or  endorsement — as  a  bank  note  or  promis- 
sory note. 

Net — Less  all  charges  or  deductions.  Gross  assets  less  liabilities 
leaves  net  capital;  gross  income  less  all  expenses  leaves  net  profit;  etc. 

Nominal — Having  no  actual  existence;  exists  in  name  only. 

Obligation — Indebtedness. 

Ofen  Account — ^An  account  which  has  not  been  paid. 

Opening  Entries — ^The  entries  made  in  the  books  when  it  is  de- 
sired to  open  the  accounts  of  a  business. 

Option — The  right  to  be  tl>e  first  purchaser;  a  privilege. 

Orders — Requests  for  the  shipment  of  goods. 

Origin  al  Entry — The  first  record  made  of  a  charge  or  credit  which 
becomes  the  basis  of  proof  of  the  account. 

Overdraw — To  draw  a  check  for  a  greater  amount  than  the  drawer 
has  on  deposit  in  a  bank. 

Par — Face  value. 

Partnership — A  firm;  a  union  of  two  or  more  persons  for  the 
transaction  of  business  or  the  ownership  of  property. 

Payee — The  one  to  whom  money  is  to  be  paid.  The  one  who 
pays  the  money  is  the  payer. 

Per  Annum — By  the  year. 

Per  Cent  or  Per  Centum — By  the  hundred. 

Per  Diem — By  the  dny. 

Personal  Account — Any  account  with  an  individual,  firm,  or 
corporation. 

Personal  Property — All  property  other  than  real  estate. 

Petty  Cash — A  term  used  to  signify  small  expenditures  in  actual 
cash. 

Postdate — To  date  ahead;  later  than  date  of  execution. 

Post — To  transfer  amounts  from  books  of  entry  to  the  ledger, 
which  is  the  book  of  final  record. 

Power  of  Attorney — Authority  to  act  for  and  in  the  name  of 
another  in  business  transactions. 

Preferred  Stock — Stock  which  participates  in  the  profits  before 
any  dividend  can  be  paid  on  the  common  or  ordinarv  stock. 
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to 


to 


Premium — ^llie  amount  paid  above  par  value;  the  amount  paid 
an  insurance  company  for  insurance  against  loss. 

Present  Worth — The  net  capital  of  an  individual. 

Proceeds — The  amount  realized  from  a  sale  of  property. 

Profit  and  Loss — Synonymous  with  loss  and  gain. 

Promissory  Note — A  promise,  signed  by  the  maker  or  makers, 
pay  a  stated  sum  at  a  specified  time  and  place. 


•rrinnrBniiiimnii[iiiiiif>ii>ntiiiiiTiinnyfiiii"iiMiMililiwn<liHiMriniMiwr>M««iMi(iift¥r 
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Promissory  Note 

Pro  Rata — A  distribution  of  money  or  goods  in  proportionate 
parts. 

Protest — A  formal  notice  acknowledged  before  a  notary  that  a 
note  or  draft  was  not  paid  at  maturity,  and  that  the  maker  will  be  held 
responsible  for  the  payment. 

Quotation — A  price  named  for  a  given  article  or  for  services. 

Ratify — To  approve;  to  sanction  the  acts  of  an  agent. 

Raw  Material — Material  to  be  manufactured  into  other  products 
— as  iron  ore,  pig  iron,  lumber,  etc. 

Real  Estate — Primarily  refers  to  land,  although  buildings  are 
frequently  included. 

Rebate — ^An  allowance  or  deduction.     See  x\llowance. 

Receipt — An  acknowledgment  that  money  or  something  of  value 
has  been  received. 

Receiver — One  appointed  to  take  charge  of  the  affairs  of  a  cor- 
poration, either  solvent  or  insolvent,  and  administer  its  affairs  under 
orders  of  the  court. 

Remittance — Money  or  funds  of  any  character  transmitted  from 
one  place  to  another. 
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IKnnm  all  Mm  bg  tijFiiP  ^rFamts, 


THA  T 


of    the of County    of in    the 

State   of ha .  .  .  .made,    constituted,   and   appoijited,    and   BF 

THESE  PRESENTS  do make,  constitute,  and  appoiiU 

of   the of County   of 

aiul  State  of true  and  laicful  Aitorncy .  .  .  .for 

and  h( name .  .  .  . ,  place  and  fttead,  to 


giving  and  granting  unto said  Attorney. .  .  .full  power  and 

authority  to  do  and  perform  all  and  every  art  and  thing  whatsoever,  requisite  arid 
necessary  to  he  done  in  and  about  the  premises,  as  fully,  to  all  intents  and  purposes,  as 

might  or  could  do  if  personally  present  at  the  doing  thereof,  with  full  power 

of  substitution  and  revocation,  hereby  ratifying  and  confirming  all  that 

said  Attorney .  .  .  .or substitute  shall  lawfully  do  or  cause 

to  be  done  by  virtue  hereof. 

In   Testimony   Whereof,      Jiave  hereunto  set 

hand  and  seal  this day  of 190.  . . 

#ignrJ>.  *ralrb,  attb  SfUlI^r^^  in  Prrariur  of 


.[Seal] 


r  I 

County  of '         ^  '■ 


in  and  for,  and  residing  in  the  said  County,  in  the  State  aforesaid,  Do  Hereby 
Certify,     that 

personally  known  to  me^to  be  tlte  same  person  ivhose  name sub- 
scribed to  the  foregoing  Instrument,  appeared  before  me  this  day  in  person, 
and  acknowledged  that.  .  .  .h.  .  .  .signed,  sealed  and  delivered  the  said  Instru- 
ment as free  and  volunian/  act,  for  the  xtses  ami  purposes 

therein  set  forth. 

Given  under  my  hand  and seal, 

the day  of \.  D.  190.  .. 


^ower  of  Attorney. 
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Renewal  Note — A  new  note  given  to  take  the  place  of  a  note  that 
is  due. 

Re^it — A  payment  for  the  use  of  property  owned  by  another. 

Resources — Synonymous  with  assets. 

Revenue — Income  of  a  business. 

Revoke — ^To  recall  authority  of  another  to  act  as  agent. 

Royalty — A  stipulated  amount  paid  to  the  owner  of  a  mine, 
patent,  copyright,  etc.,  usually  based  on  sales.  The  owner  of  a  copy- 
right receives  a  royalty  based  on  the  number  of  books  sold. 


Receipt 

Schedule — Inventory  of  goods  or  statement  of  prices. 

Sight  Draft — A  draft  payable  on  presentation  or  at  sight. 

Solvent — Able  to  pay  one's  debts. 

Statement — Commonly  used  to  designate  a  list  of  bills  to  cus- 
tomers during  a  stated  period.  Also  used  to  designate  a  financial 
summary  showing  profits  and  losses  of  a  business. 

Stockholder — An  owner  of  stock  in  a  corporation  or  joint  stock 
company. 

Storage — The  charge  for  keeping  goods  in  a  store  or  warehouse. 

Surety — One  who  has  guaranteed  or  made  himself  responsible 
for  the  acts  of  another. 

Syndicate — A  combination  of  capitalists,  usually  temporary, 
for  the  conduct  of  some  financial  enterprise. 

Tare — ^The  amount  deducted  from  gross  weights  to  cover  weight 
of  packages — as  crates,  boxes,  barrels,  etc. 

Tariff — A  schedule  of  prices,  as  freight  tariff.  The  duties  im- 
posed on  imports  or  exports. 

Terms — The  conditions  governing  a  given  sale.  "Terms  cash" 
means  that  payment  is  to  be  made  as  soon  as  goods  are  delivered. 
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Tickler — Memoranda  of  matters  requiring  attention  in  the  future, 
arranged  according  to  dates. 

Time  Draft — A  draft  which  matures  at  some  future  date. 

Trade  Discount — The  discount  allowed  by  a  manufacturer  to  a 
jobber  or  by  a  jobber  to  a  retailer. 


lSTATEMENT 

Clllcago,.. 

•  **•.■•.« •t..UJ««l*  <•••••  t*t*«i««»*«*««« 

IN    ACCOUNT    WITH 

ametican  ^cljool  of  CorregponUettce 

CHICAGO.  ILL..  U.  S..  A, , 

...                       .;.-,•.    r-       ■ 

'•UlrZ.-- 

1 

— ~ — . 

1 H_— -^ 

L 1 

Statement 

Trade  Mark — See  Brand. 

Ultimo — Principally  used  in  correspondence  to  designate  last 
month. 

Valid — Legal  or  binding;  usually  applied  to  a  properly  executed 
contract. 

Value  Received — Used  in  notes  to  indicate  that  value  has  been 
given. 
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Void — Without  legal  force;  not  binding. 

Voucher- — A  receipt;  a  document  which  proves  the  accuracy  of 
an  account  or  the  authority  for  an  expenditure. 


AMERICAN  SCHOOL  OF  CORRESPONDENCE! 

••  - 
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1 

Voucher 

Warehouse — A  building  used  for  storage  purposes. 

Warehouse  Receipt — A  document  acknowledging  the  receipt  of 
goods  for  storage  in  a  warehouse. 

Warranty — An  agreement  to  assume  responsibility  if  certain 
facts  do  not  prove  as  represented. 

Way  Bill — A  document  containing  a  list  of  goods  shipped  by  a 
railroad. 

Wholesale — A  business  which  sells  goods  in  large  quantities, 
usually  in  original  packages  and  to  the  trade  only. 

Working  Capital — The  capital  actually  used  in  the  active  opera- 
tions of  a  business. 

COMMERCIAL  ABBREVIATIONS 

The  commercial  abbreviations  in  the  following  list  are  in  con- 
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stant  use  in  the  various  lines  of  trade,  and  should  be  thoroughly  under- 


stood by  the  student  of  accounting. 

A  1 First-class 

acct Account 

ad Advertisement 

Agt Agent 

amt Amount 

Ans Answer 

Art Article 

asstd Assorted 

Ass't Assistant 

Atty Attorney 

bal Balance 

bbl Barrel 

B.  B Bill  Book 

bds Boards 

bdls Bundles 

bgs Bags 

bk Book 

bkt Basket 

B.  L.  or  B/L..    Bill  of  Lading 

bis Bales 

bot Bought 

B.  P.  or  B/P. ,    Bills  Payable 

bro't Brought 

B.  R.  or  B/R..  Bills  Receivable 

B.  Ren'd Bill  Rendered 

bu Bushel 

bx Box 

C.  B Cash  Book 

^.  or  cts Cents 

chgd Charged 

c.  i.  f Cost,   Insurance,   and 

Freight 

ck Check 

eke Casks,  Checks 

Co Company 

C.  O.  D Collect  on  delivery 

Coll Collect  or  Collector 

Com Commission 

Com'l Commercial 

Cons'd Consigned 

Const Consignment 

Cr Credit  or  Creditor 

ctg Cartage 

cwt Hundredweight 

D.  B Day  Book 

Dept Department 

dft Draft 

dis.  or  Disc't. .  .  Discount 

div Dividend 

do.  or  ditto ....  The  Same 

doz Dozen 

Dr Debit  or  Debtor 

ds Days 

ea Each 

E.  E Error  excepted 

E.  and  O.  E.. .  .Errors  and   omissions 
excepted 

e.  g For  example 

Ent Entry  or  Enter 


Ent'd Entered 

etc.  or  &c And  others;     And  so 

forth 

Exch Exchange 

ex Express 

exp Expense 

Exr Executor 

f.  o.  b Free  on  board 

fol Folio;  Page  of  a  book 

f 'd,  ford Forward 

frt Freight 

ft Foot,  Feet 

gal Gallon 

gr Grain 

gro.  or  gr Gross 

guar Guaranteed 

hdkf Handkerchief 

hhd Hogshead 

hund Hundred 

I.  ]B Invoice  Book 

in Inches 

Ins Insurance 

Inst Instant  (this  month) 

int Interest 

inv Invoice 

invt Inventory 

I.  O.  U I  owe  you;  A  due  bill 

J Journal 

lb Pound 

Ibr Lumber 

lab Labor 

Manf Manufacture 

Mdse Merchandise 

Mem Memorandum 

Mfd Manufactured 

Mfst Manifest 

Mfr Manufacturer 

Mo.  or  mo Month 

Mtg Mortgage 

Ms Manuscript 

Mut Mutual 

Nat.  or  Nat'l. .  .National 

N.  B Take  notice 

No Number 

N.  P Notary    Public,    Net 

Proceeds 

O.  B Order  Book 

O.  K All  Correct;  Approved 

oz Ounce 

p Page 

pp Pages 

pay't  or  pm't.  .Payment 

pc Piece 

pes Pieces 

P.  B Pass  Book 

P.  C.  B Petty  Cash  Book 

pd Paid 

per By;  By  the 

per  an By  the  year 
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pk Peck 

pkg Package 

pop Population 

pref Preferred 

Prem Premium 

Pro Proceeds 

prop'r Proprietor 

prox Next  Month 

P.  S Postscript 

pub Publisher 

Qr.  or  qr Quarter,  Quire 

Qt.  or  qt Quart 

rec'd Received 

ret'd Returned 

R.  R Railroad 

Ry Railway 

S.  B Sales  Book 

S.  E Single  Entry 

Sec Secretary 

Shipt Shipment 


Shs Shares 

Sig Signatiire 

S.  S Steamship 

8.  s To  wit;  Namely 

St.  dft Sight  Draft 

Sund Sundry 

Supt Superintendent 

sq Square 

T.  B Trial  Balance;  Time 

Book 

ult Ultimo;  Last  mouth 

via By  way  of 

viz Namely 

Vol Volume 

vs Against 

W.  B Way  Bill 

Wk Week 

Wt.  or  wt Weight 

yr Year 

yd.  or  yds Yard  or  Yards 


COMMERCIAL  SIGNS  AND  CHARACTERS 


The  signs  and  characters 

the  following : 

@ To  or  At 

a/c Account 

B/L Bill  of  Lading 

B/R Bills  Receivable  orB 

Rendered 

B/P Bills  Payable 

B/S Bill  of  Sale 

(^ Cents 

c/o Care  of 

D/D Days  after  date 

D/S Days  after  sight 

F/B Free  on  board 

J/A Joint  Account 

L/C. . .' Letter  of  Credit 

L/M Letters  of  Marque 

£ Pounds  Sterling 

o/c On  account 

o/c Out  of  courtesy 

% Per  cent 

p .Per 


most  commonly  used  in  business  are 


$ Dollars 

# Number,  if  written  be- 
fore a  figure,  as  #25^ 
ill  Pounds,   if  written 

after,  as  25# 

-v/ Check  Mark 

" Ditto 

" Degrees 

' Prime;    Minute;   Feet 

* Seconds ;  Inches ;  also 

used  as  Ditto  marks 

1' One  and  one-fourth 

1* One  and  one-half 

1' One  and  three-fourths 

+ Plus 

— Minus 

X By  or  times 

H- Divided  by 

= Equals 
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In  this  Index  the  Volume  Number  appears  in  Roman  numerals — thus:  I, 
II,  III,  IV,  etc.,  and  the  Page  Number  in  Arabic  numerals — thus:  1,  2,  3,  4, 
etc.     For  example:  Volume  IV,  Page  327,  is  written,  IV,  327. 

The  page  numbers  of  this  volume  will  be  found  at  the  bottom  of  the  pages; 
the  numbers  at  the  top  refer  only  to  the  section. 


Vol.  Page 


A 

Abandonment,    remedies    of 

landlord  for                 V, 

275 

Abatement,  definition  of           V, 

291 

Abbreviations,  commercial    VII, 

395 

Abstract  of  sales                       II, 

221 

Acceptances                II,  23;  V,  15, 

,  131 

Acceptor    of    negotiable    in- 

struments                   V, 

120 

Account  books         II,  15;  V,  307, 

313,  320,  329, 

,  347 

Accounting 

for  corporations              IV,  201 

-232 

accounts  of  holding  com- 

panies                       IV, 

203 

corporation     accounting 

and  investigations     IV, 

233 

corporation  profits            IV, 

247 

introductions                     IV, 

201 

definition  of                             V, 

307 

fundamental  principles  of      V, 

312 

Accounting  charts  (see  Chart- 

ing accounts) 

Accounting     department     of 

bank                          VI, 

243 

Accounting  practice  and  pro- 

cedure         IV,  289-330; 

VI, 

253 

annual  audit  of  accounts     IV, 

290 

of  bank                                 VI, 

253 

certifying  profits  and  deter- 

mining    purchase 

price  for  business      IV, 

305 

consulting  accountants        IV, 

314 

312 
301 
320 
289 
315 


310 
299 


Vol.  Page 
Accounting  practice  and  pro- 
cedure (continued) 
cost   accounting   and   sys- 
tems IV, 
form  of  accounts  IV, 
form  of  report                       IV, 
introductory                           IV, 
office  organization                 IV, 
receivers  and  assignees  in 
bankruptcy    and 
plans  of  reorganiza- 
tion                            IV, 
relations  with  banker           IV, 
Accounting     Problems      (see 
Practical  accounting 
problems) 
Accounts 
classes  of 

EngHsh  laws  relating  to 
form  of 
Accounts  and  bills  receivable 

IV,  261;  VI, 
Accrued  charges,  handhng  in 
consignment    ac- 
counts II,     249 
Accrued  interest                       IV,       65 
Acknowledgement  of  order 

to  customer  VI,       71 

to  salesman  I,     278 

Act  of  God  as  affecting  car- 
riers V,     221 
Active  assets                            II,  43,  44 
Actual  inventory                   III,  29,  49 
Adding  machine                     VI,    181 


II,  35,  56 
IV,  329 
IV,     301 


217 


Note. — For  page  numbers  see  fool  of  pages. 
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Vol.  Page 
Adding  macliiue  type  of  book- 
keeping machines      VI,  233 
Addition 
of  common  fractions           VII,  270 
of  decimal  fractions             VII,  280 
of  denominate  numbers      VII,  301 
of  integers                             VII,  244 
Address 
of  recipient  of  letter           VI,  13,  14 
of  writer  of  letter                  VI,  13 
Addressing  machines                VI,  169 
Ademption,  definition  of            V,  291 
Administration    vs.    manage- 
ment   (see   Manage- 
ment vs.  administra- 
tion) 
Administrative  costs               III,  218 
Administrative  law,  definition 

of                                   V,  13 
Admissibility  of  accounts  as 
evidence    (see   Book 
accounts  as  evidence) 

Advancement,  definition  of       V,  291 
Advances 

by  consignee                     II,  243,  251 
to  employes                               I,  112 
Adverse  interest                         V,  40 
Advertising  account                   II,  224 
Advertising  committee                I,  62 
Advertising  contracts                  I,  146 
Advertising  department              I,  88 
Advertising  manager                   I,  39 
Advertising  and  sales  organi- 
zation                    I,  127-190; 
III,  240,  264 
introduction                             I,  127 
in  mail-order  business    III,  240,  264 
outdoor  advertising                 I,  158 
periodical  advertising              I,  144 
printing  orders  and  tracers      I,  137 
sales  department                      1,  160 
street  car  advertising               1,  157 
systems  and  records                 1,  129 
where  advertising  and  sales- 
manship meet               1,  159 
Age,  legal                                 V,  16,  20 
Agencies,  advertising                   I,  146 

Note. — For  page  numhers  see  foot  of  pages. 


Vol.  Page 
Agency  V,  39,  72 

Agency  sales  II,     235 

Agents  V,  39,  41,  43,  50,  105 

Aliquot  parts  VII,     287 

Alphabetical  filing  and  index- 
ing      I,  172;  III,  12,  17, 

303;  VI,  148,  152 
Angles  VII,  311,  316 

Annuity    method    of    caring 

for  depreciation         VI,     130 
Anomalous  indorser  V,     128 

Appearance  of  letter,  impor- 
tance of  VI,       25 
Apothecaries'  measures          VII,     305 
Application,  letters  of  VI,       54 
Application  card            I,  98;  III,     106 
Arabic  notation                      VII,     243 
Architects'    accounts,    audit- 
ing IV,     119 
Arcs,  measures  of                    VII,     311 
Assembling  and  erecting  de- 
partments      I,  81,  83,  84,  91 
Assembhng  sheet                     III,     229 
Assessments 

of  corporations  V,     102 

not  included  in  taxes  V,     267 

Assets  II,  43,  56;  IV,  61,  170,  209 

Assets  and   liabihties,   state- 
ment of  II,     103 
Assignability  vs.  negotiability  V,     111 
Assignees  in  bankruptcy,  fit- 
ness   of    pubUc    ac- 
countants to  act  as  VI,     310 
Assignment 
of  contract  V,      31 
of  insurance  V,     163 
of  lease  V,     265 
notice  of                                  V,     270 
oral                                          V,     270 
Assistant  cashier  of  bank        VI,    242 
Assistant  superintendent  I,       41 
Attestation 

of  deeds  V,     241 

of  wiUs  V,     287 

Attornment,  definition  of  V,     270 

Auction  market  II,     262 

Auctioneer  V,       55 
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Vol.  Page 

Audit                     IV,  22,  182,  290,  324 

Audited  vouchers,  filing            II,  280 
Auditing                  II,  280;  IV,  11-199 

advantages  of  audit              IV,  24 

balance  sheet                        IV,  59 

capital  and  revenue              IV,  173 

certificates  and  reports        IV,  176 
consohdated  balance  sheets 
and  profit  and  loss 

statements                 IV,  121 

definition                               IV,  1 1 
depreciation — reserves  and 

reserve  funds  IV,  126 
duties  of  auditor  IV,  1 1 
examination  of  vouchers  IV,  47 
general  principles  underly- 
ing all  audits  IV,  28 
how  and  where  to  begin  IV,  35 
instructions  for  audit  IV,  33 
investigations  IV,  151 
legal  definitions  of  profits  IV,  140 
method  of  audit  IV,  26 
object  and  scope  of  audit  IV,  22 
outline  of  audit  of  pubhsh- 

ing  business                IV,  182 
preparations    and    instruc- 
tions                           IV,  31 
qualifications  of  auditor       IV,  17 
revenue  expenses                   IV,  147 
revenue  receipts                    IV,  143 
special  considerations  with 
respect  to  different 
classes  of  audits        IV,  68 
trial  balance                          IV,  52 
verification  of  footings  and 

postings                      IV,  40 

verification  of  income           IV,  54 

working  papers                      IV,  37 
Auditor           IV,  11,  17,  175,  293, 

295,  299,  319 
Authority  of  officers            I,  25,  44,  91 

Automatic  time  stamp             VI,  239 

Automatic  typewriter              VI,  179 
Average   number   system    of 

cost  finding          III,  201,  206 

Average  storage                        II,  231 

Avoirdupois  weight           VII,  297,  306 

Note. — For  page  numbers  see  fool  of  pages. 
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Back  orders 

I,  272,  329;  III,    250 

Bad  debts 

IV,  135,  164 

Bad-will 

IV,     309 

Baggage 

V,     230 

Bailee 

V,  201,  208 

Bailment 

V,  178,  201 

Bailor 

V,  201,  203 

Balance 

II,       12 

Balance  ledger  II,  370;  III,     305 

Balance  sheet         II,  66,  130;  IV,     59 

161,  208,  301;  V,     317 

Balance  sheet  audit  IV,       60 

Bank  IV,  89,  299;  V,     147 

Bank  accounts,  proving  IV,       36 

Bank  balances  VI,  61,  210 

Bank  bookkeeping  VI,  241-374 

commercial  banking  VI,     241 

safety  deposit  vaults  VI,     355 

savings  banks  VI,     344 

Bank  deposits  II,  23;  VI,     206 

Bank  discount  VII,     343 

Bank   draft,    sending   money 

by  VI,       51 

Banking  in  mail-order  busi- 
ness III,     259 
Bankruptcy                      V,  35,  59,  189 
Banks  of  ledgers  III,     296 
Barter,     distinguished     from 

sale  V,     177 

Basing  points,  freight  I,     325 

Bearer,  negotiable  instrument 

payable  to  V,     1 10 

Beneficiary  of  trust  V,  262,  265 

Bequeath,  definition  of  V,     283 

Bilateral  contract,  definition 

of  V,       19 

BiU  book  II,       21 

Billboards  I,     159 

BiUing  machines  I,  252,  290 

BiUing  and  order  recording  I,  245-311 
devices  of  future  I,     310 

handling  orders  and  bills  on 

bilUng  machines  I,     290 

introduction  I,     245 

loose-leaf  sales  sheets  and 

invoices  I,     254 
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Billing    and  order  recording 

(continued) 

machines  for  manifolding       I,  249 

order    work    of    wholesale  ' 

grocers                         I,  270 

stationery                                I,  279 

Bills                                            II,  19 

Bills  of  exchange,  definition  of  V,  114 

Bills  of  lading                             V,  222 

Bills  payable     II,  21;  IV,  66;  V,  310 

Bills  receivable  II,  21 ;  IV,  62;  V,  310 

Blank  indorsement  II,  24;  V,  122 

Bhnd  ads                                  VI,  54 

Blinds,  use  of  I,  266,  290 

Board  of  directors  I,  23,  29 

Board  of  managers                      I,  24 

Boarding-house    keeper    not 

an  innkeeper  V,  231 
Body  of  letter  VI,  13,  16,  21 
Bonds      II,  358;  IV,  63,  263,  304; 

V,  116 
Bonus,  or  premium,  wage  sys- 
tems                          III,  65 
Book  accounts  as  evidence        V,  329 
admissibility     of     account 

books  as  evidence      V,  337 
admissibility  of  testimony 

of  expert  accountant  V,  350 
in  class  of  exceptions  to  rule 

excluding  hearsay      V,  329 

delays  in  making  entry          V,  345 
depositions  on   book 

accounts                      V,  351 
entry,  when  admissible    V,  337,  338 

erasures  and  alterations         V,  345 
first  restriction  on  use  of 
book     accounts     as 

evidence                       V,  331 

form  of  account  book             V,  347 

form  of  entry                          V,  343 

history  of  rule                        V,  330 
preliminary  proof  of  authen- 

ticy                              V,  338 
rise  of  exception  to  hearsay 
rule  in  favor  of  book 

accounts                      V,  334 

rule  excluding  hearsay           V,  329 

Note. — For  page  numbers  see  fool  of  pages. 
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Book  debts,  reserve  for           IV,  135 
Book  inventories  III,  29,  31,  271; 

IV,  279,  313;  VI,  213 

Book-writing  machines               I,  249 
Bookkeeping,  bank  (see  Bank 

bookkeeping) 

Bookkeeping  machines            VI,  227 

Boston  bank  ledger                 III,  305 

Boston  ledger  form                  VI,  256 

Branch  house  credits                  I,  208 

Breach  of  contract                     V,  276 

Breweries,  auditing  books  of     IV,  74 

Brokerage                              VII,  323 
Brokers                                     V,  55,  57 
Building    and    loan    associa- 
tions, auditing  books 

of                                IV,  116 
Buildings 

depreciation  of                      IV,  130 

relation  to  profits                 IV,  252 

Burroughs  adding  machine     VI,  226 
Burroughs  ledger  posting  and 

statement  machine    VI,  233 
Business  correspondence       VI,  11-113 

body  of  letter                        VI,  21 
complaints  and  how  to 

handle  them              VI,  75 

credits  and  collections          VI,  84 

follow-up  letters                   VI,  109 
form  letter                           VI,  91,  97 

form  of  letter                        VI,  13 

handUng  inquiries                 VI,  103 

introductory                          VI,  1 1 

letters  of  apphcation            VI,  54 
letters  of  recommendation 

and  introduction       VI,  61 
ordering  goods  and  acknowl- 
edging orders             VI,  68 
personal  business  letters      VI,  48 
suiting  style  to  reader          VI,  42 
tone  of  letter                         VI,  34 
wording  of  letter                   VI,  27 
Business-getting  letters            VI,  13 
Business     organization     and 

control  I,  11-68 

charting  organization             I,  25 
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Business     oi'ganizatiou     and 
control  (continued) 
charting  salary  and  wage 

distribution  I,  47 
committee  system  I,  59 
co-operation  I,  17 
duties  clearly  defined  I,  44 
effect  of  physical  arrange- 
ment I,  53 
employment  department  I,  42 
executive  organization  I,  22 
expense  distribution  chart  I,  52 
factors  influencing  produc- 
tion I,  11 
general  modifications  I,  42 
oral  orders  cause  confusion  I,  65 
suggestion  plan  I,  64 
uniform  blanks  I,  67 
Buying  department  I,  29 
By-laws  of  corporations  V,  101 
By-products                            III,  181 


C 


C.  O.  D.  business        I,  354;  III,    270 
C.  P.  A.  problems  VII,  154,  178 

Calculagraph  III,       88 

Calculating  and  bookkeeping 

machines  VI,     221 

Cancellation,      mathematical 

process  VII,     262 

Capacity,  measures  of 

VII,  296,  305,  309 
Capital       I,  73;  II,  319;  IV,  252; 

V,     151 
Capital  account  IV,    303 

Capital  and  current  assets       IV,     249 
Capital  expenditure  IV,     256 

Capital  and  revenue  IV,     173 

Capital  stock  (see  Stock,  capital) 
Capital  surplus  IV,     213 

CapitaHsts  I,  14,  17,  72 

Capitahzation       II,  319;  IV,  214; 

V,     101 
Car  trust  certificates  II,    359 

Carbon  copies  VI,     128 

Carbon  paper  I,  287,  291 

Note. — For  page  numbers  see  foot  of  pages. 


Vol.  Page 
Card  follow-up  I,     169 

Card  index,  with  numerical 

index  VI,     153 

Card  ledger  III,     301 

Card  ledger  inventories  III,       40 

Card  transcripts  I,     205 

Carpenter  shop  I,  83,  84 

Carrier  V,  189,  219,  228 

Cash  IV,  62,  263;  VI,     246 

Cash  book  II,  16,  55,  189; 

III,  308;  IV,  54;  V,  309,  310,  313 
Cash  disbursements  in  mail- 
order business  III,  254 
Cash  discounts  II,  60;  IV,  166 
Cash  dividend,  declaring  II,  344 
Cash  journal  II,  189 
Cash   payments,    verification 

of  IV,       46 

Cash  proof  sheet  VI,    276 

Cash  receipts        III,  254;  IV,  45, 

54;  VI,     194 
Cash  received  book  II,     229 

Cash  sales  II,  251;  IV,  55 

Cashier 
commercial  bank  VI,  241,  253 

savings  bank  VI,     345 

Cashier's  check  VI,     335 

Cashier's  check  register  VI,     337 

Casualty  insurance,  definition 

of  V,     162 

Catalogue  business  (see  Mail- 
order business) 
Catalogue  department  in  mail- 
order busmess     III,  240,  267 
Catalogue  filing  and  indexing  III,       12 
Caveat  emptor,  rule  of,  in  sales    V,     184 
Center  ruled  ledger  II,     133 

Certificate 
of  audit  IV,  176,  237 

of  deposit  V,  119;  VI,  277,  279 

of  investigation  IV,  158,  237 

of  protest  V,     134 

of  stock  V,       99 

Certification  of  checks  V,     116 

Certified  check  VI,     270 

Certified  check  register  VI,    270 

Cestui  que  trust  V,  261,  265 
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Charge  register                        III,  276 
Charitable  contributions,  in- 
come tax  deductions 

for                            VII,  24 
Charities,   auditing    accounts 

of                                IV,  114 
Charter  of  corporations             V,  90 
Charting  accounts                 II,  299-313 
chart  explained                       II,  306 
manufacturing  accounts        II,  303 
small  trading  business           II,  300 
Charts,  use  of                          III,  163 
Chattel  mortgage                       V,  214 
Chattels                                V,  174,  214 
Check  books                              II,  23 
Check-figure  machines             VI,  220 
Check  register            II,  225;  III,  260 
Check  register  and  pay-roll    III,  313 
Check  system  of  time  keep- 
ing                              III,  74 
Check  system  of  tool  records  III,  59 
Check  writing  and  protecting 

devices                       VI,  238 
Checking   computations, 

methods  of               VII,  260 
Checking  retiu*ns  from  adver- 
tising                       I,  149,  155 
Checks      II,  24,  225;  V,  115,  149; 

VI,  51 
Chief  accountant  I,  38 
Chief  engineer  I,  41 
Chief  stenographer  I,  38 
Choses  V,  174,  178,  215 
Chronological  file,  cross- 
indexing  1,  171 
Churches,   auditing  accounts 

of                                IV,  115 

Circles                                     VII,  321 

Circulation,  banks  of                 V,  147 

Class  rates,  freight                      I,  316 

Clas6ifiriations,  freight           I,  315,  322 

Clearing  house                             V,  153 

Clearing  house  clerk                VI,  311 

Clearing  house  register             VI,  311 
Clearing     house     settlement 

slip                             VI,  313 

Clearings  clerk                          VI,  250 

Note. — For  page  nvmhers  see  foot  of  pages. 
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Clippings 
advertising  I,     129 

fiUng  VI,     159 

Closing  books  II,  101,  129,  157 

Closing  entries  in  joint  ven- 
ture accounts  II,     259 
Closing  paragraph  of  letter 

VI,  101,  107 
Club  plan  of  mail-order  sell- 
ing III,     242 
Clubs,  auditing  accounts  of     IV,       76 
Coal  mines,  auditing  accounts 

of  IV,       85 

Codicil,  definition  of  V,     290 

Cognovit  promissory  notes       V,     118 
Collateral  bonds  II,     359 

Collateral  loan  register  VI,     288 

Collateral  promissory  note  V,  1 18 
Collateral  securities,  defini- 
tion of  V,  279 
CoUection  clerk  VI,  249,  304 
Collection  letters  VI,  85 
Collection  register  VI,  305 
Collection  systems  I,  216 
CoUection  tickler  I,  219;  VI,  306 
Collections  (see  Credits  and 

collections) 
Collections    not    recorded  — 
common  method  of 
fraud  IV,  54,  56 

Colleges,    auditing    accounts 

of  IV,     116 

Colored-sheet  system  1,  270,  298 

Combinations,  industrial,  ad- 
vantages and  evils 
of  IV,     205 

Combined    order    and    sales 

record  II,     220 

Combined     purchase     ledger 

and  invoice  file  II,     291 

Combined  receiving  and  sales 

book  II,     254 

Combined  shipment  and  con- 
signment II,     256 
Commercial  accounts 

as  evidence  V,  307-353 

account  books  V,    307 
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Commercial  accounts  (contin- 
ued) 
as  evidence 

book  accounts  as  evidence  V,  320 
fundamental      principles 

of  accounting               V,  312 

kinds  of  accounts                V,  320 
special     considerations     in 

auditing                      IV,  69 
Commercial  arithmetic     VII,  241-369 

addition                                VII,  244 

appendix                         VII,  304,  362 

bank  discount                      VII,  343 

cancellation                          VII,  262 

checking  methods                VII,  260 

commercial  discount           VII,  325 
commission  and  brokerage 

VII,  323 
cube  root  VII,  362 
definitions  and  mathemat- 
ical signs  VII,  241 
denominate  numbers  VII,  292 
equation  of  accounts  VII,  353 
factoring  VII,  261 
to  find  face  of  note  VII,  346 
fractions  VII,  264 
gain  and  loss  VII,  331 
interest  VII,  334 
interest  on  daily  balance  VII,  347 
introduction  VII,  241 
logarithms  VII,  363 
marking  goods  VII,  329 
measures  VII,  304,  310 
mensuration  VII,  316 
metric  system  VII,  307 
multiphcation  VII,  251 
notation  VII,  242 
partial  payments  VII,  350 
percentage  VII,  288 
powers  of  quantities  VII,  313 
present  worth  and  true  dis- 
count VII,  348 
roots  of  quantities  VII,  314 
subtraction  VII,  248 
Commercial  banking  VI,  241 
Commercial  discount              VII,  325 

Note. — For  page  numbers  sec  fool  of  pages. 


Vol.  Page 
Commercial  division  of  busi- 
ness ,  I,  24 
Commercial  expense  III,  127 
Commercial  law  V,  1 1-305 
Commercial  terms,  abbrevi- 
ations, and  symbols 

VII,  371-397 
abbreviations  VII,     395 

dictionary    of    commercial 

terms  VII,     371 

signs  and  characters  VII,     397 

Commission  and  brokerage 

III,  205,  231;  VII,     323 
Commission  merchant  practice 

II,     260 
Commission  sales  book  II,     254 

Committee  secretaries  I,       63 

Committee  system  I,       59 

Commodity  rates  I,  316,  323 

Common  interest  VII,     335 

Common  stock  II,     320 

Comparative  statements   III,  153, 

176,  290 
Compensation  of  agent  V,       44 

Complaints  VI,  75,  125 

Complimentary   close  of  let- 
ter VI,       17 
Compound    accounts,    equa- 
tion of                       VII,     357 
Compound  forms  I,     300 
Compound  interest                 VII,     340 
Comptometer                            VI,     221 
ComptroUer                          I,  25,  37,  43 
Computing  machines,  use  of 
in    connection    with 
bilhng                            I,     296 
Conclusion  of  letter                VI,  13,  17 
Condensed  rate  file                     I,     321 
Conditional  sale,  definition  of   V,     177 
Consideration         V,  17,  130,  169,  262 
Consignee,  status  of    II,  246,  247, 

251,  252 
Consignments  II,  247,  262 

Consignor,  protecting  interest 

of  II,     252 

ConsoUdated  balance  sheet 

IV,  121,  210,  284 
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Colsolidated  earning  accounts  IV,  286 

Consolidated  inventories          IV,  212 
Consolidated    joint    venture 

statement                     II,  257 

Consolidated  liabilities             IV,  219 
Consolidated  profit  and  loss 

statements                  IV,  121 
Consolidation  of  corporations 

IV,  205,  239,  309;  V,  96 
Constitution 

definition  of                             V,  12 

English                                    V,  12 

limitation  of                             V,  93 
Construction    expenditure, 

proper  charges  for     IV,  282 
Construction  orders                 III,  117 
Constructive    trusts,    defini- 
tion of                          V,  264 
Consulting  accovmtants           IV,  314 
Consumption  records                IV,  280 
Contingent  profits                      II,  377 
Continuing  guaranty,  defini- 
tion of                          V,  171 
Continuous  process  factories  III,  181 
Continuous  record  of  manu- 
facturing orders        III,  121 
Contract             IV,  66;  V,  14,  106,  284 
Contractors,      auditing      ac- 
counts of                   IV,  73 
ControUing  accounts  II,  186,  240; 

III,  184 
Copy  carbon  paper  I,  289 
Copy  proofs,  advertising  I,  136 
Copying-book  VI,  127 
Copying  correspondence  VI,  127 
Copyrights,  depreciation  of  IV,  134 
Corporate  minutes,  impor- 
tance of  in  audit  IV,  67 
Corporation        IV,  239,  269,  309; 

V,  39,  88 
Corporation   accounting   and 

investigations      IV,  201, 

208,  233-246 

accountant's  report              IV,  233 

C.  P.  A.  problem                  IV,  240 

form  of  certificate                  IV,  237 

special  points  investigated  IV,  236 

Note. — For  page  numbers  see  fool  of  pages. 
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Corporation  accounts           II,  315-390 
capitalization                          II,  319 
classification     of     corpora- 
tions                           II,  315 
closing  transfer  books            II,  324 
corporation  bookkeeping       II,  325 
corporations                           II,  315 
creation  of  corporations        II,  317 
dividends                                 II,  323 
management     of     corpora- 
tions                           II,  321 
manufactiu-ing  and  cost  ac- 
counts                        II,  362 
powers  of  corporations          II,  323 
sale  of  stock  below  par         II,  325 
stock  subscriptions                 II,  321 
stockholder                              II,  317 
stockholders'  meetings           II,  325 
Corporation  bookkeeping          II,  325 
Corporation  problems             VII,  174 
Corporation  profits             IV,  247-287 
accounting  practice               IV,  252 
accounting  principles            IV,  251 
capital  or  fixed  assets           IV,  252 
consolidated  balance  sheets 
and  earning  accounts 

IV,  284 
construction  expenditure  IV,  282 
current  assets  IV,  258 
definition  of  IV,  247 
fluctuations  in  exchange  IV,  266 
form  of  profit  and  loss  ac- 
count IV,  267 
inventory  valuations  IV,  276 
legal  principles  IV,  248 
liabilities  IV,  263 
organization  of  corpora- 
tion IV,  269 
special  points  in  corporation 

accounting                 IV,  269 
Corrections  in  correspondence  VI,  127 
Correspondence     department 
in    mail-order    busi- 
ness                           III,  268 
Correspondence  and  fifing  VI,  115-180 
copying  correspondence        VI,  127 
correspondence  short  cuts    VI,  122 
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Correspondence     and     filing 
(continued) 
filing  division  VI,     138 

filing  equipment  VI,  160,  162 

filing  systems  VI,     141 

introduction  VI,     115 

mailing-room  machinery      VI,     169 
miscellaneous  filing  VI,     155 

opening    and    distributing 

mail  VI,     115 

stenographic  division  VI,     131 

Correspondence  requisitions  VI,  124 
Correspondence  banks,  advice 

to  VI,     335 

Cost  accounting  IV,  230,  277,  312 

Cost  department  III,  26,  46,  115 

Cost  finding  III,  191-235;  VI,  200 
Cost  price,  expense  based  on  III,  128 
Cost  sheets,  semi-annual  III,  224 
Cost  statistics,  collecting  II,     365 

Cost  summaries  III,  164-189 

collecting  cost  data  III,     165 

continuous  process  factories 

III,     181 
controlling  accounts  III,     184 

production  records  III,     182 

Counter  book  II,     HI 

Coupon  bonds  V,     116 

Coupons  VI,     339 

Courtesy,   a   requirement   of 

business  letters      VI,  30, 

34,  75,  88 

Courts  V,  12,  292 

Covenants  V,  34,  241,  269 

Credit        II,  11;  III,  241;  V,  150,  308 

Credit  information,  filing  I,     204 

Credit  letters  VI,       84 

Credit  mail-order  business  III,  241,  276 

installment  ledger  III,     278 

ledger  service  III,     278 

premium  plan  III,     280 

refund  register  III,     284 

returns  and  rebates  III,     283 

Credit  man  (see  Credits  and 

collections) 
Credit  memoranda  I,     292 

Credit  men's  associations  I,     203 

Note. — For  page  numbers  see  foot  of  pages. 


Vol.  Page 
Credit  reports,  filing  VI,  160 
Credit  statement  VI,  302 
Creditor  to  suretyship  con- 
tract V,  165 
Credits  V,  308 
Credits  and  collections     I,  40,  89, 

191-244 

branch  house  credits               I,  208 

collections                                I,  212 

credit  man                               I,  191 

information  required               I,  192 

recording  credit  information   I,  204 

sources  of  information            I,  199 

Crimes 

agency  to  commit                  V,  42 

of  corporations                       V,  181 

Criminal  law                               V,  13 

Cross  entries                              II,  48 

Cross-footings,  checking  with 

adding  machines  VI,  219 
Cube  root  VII,  362 
Cubic  measure  VII,  295,  304,  308 
Cumulative  time  records  III,  92 
Cumulative  preferred  stock  II,  320 
Cumulative  voting  at  cor- 
porate meetings  V,  97 
Currency,  sending  in  regis- 
tered letter  VI,  51 
Current  account  V,  321 
Current  assets  IV,  249,  258 
Custom 

as  origin  of  law  V,  11,  12 
as  part  of  contract  V,  22 
Customers'  accounts,  verify- 
ing IV,  58 
Customers'  cards,  indexing  I,  178 
Customers'  ledgers  III,  295 
Customers'  lists  I,  173 
Cut-out  wheel  III,  90,  92 
Cuts,  advertising  I,  131,  134 
Cy finder  billing  machine  I,  251 
CyUnders                                VII,  323 

D 

Daily  balance,  interest  on     VII,  347 
Daily  ledger  balance,  taking 
with  adding  machine 

VI,  207 


407 


10 


INDEX 


Daily  sales  records 
Daily  time  card 
Dalton  adding  machine 
Damages,  definition  of 
Dash,  use  of  in  letters 
Date  line  of  letter 


Vol.  Page 

I,  187 

III,   81 

VI,  226 

V,   13 

VI,   37 

VI,  13,  14 


Day  book    II,  16,  83;  V,  308,  310,  313 

Day-book  journal                      II,  84 

Day  time                                I,  103,  108 

Day  wage                                 III,  64 
Death 

of  partner                               V,  85 

revokes  agency                       V,  59 

Debenture  bond                        II,  359 

Debit                              11,  11;V,  308 
Debts 

of  another                               V,  165 

secured  by  chattel  mortgage  V,  215 

secured  by  mortgage              V,  253 

transfer  of                               V,  257 
Deceased   person's   accounts, 
status    as    evidence 

V,  329,  334,  351 

Decimal  fractions                   VII,  278 

Decimal  tabulator                        I,  294 
Deductions  from  gross  income 

VII,  21 

Deeds                            V,  239,  252,  262 

De  facto  corporation                   V,  94 
Defalcations,  detecting        IV,  48, 

54,  61,  15(3 

Deferred  charges  to  operations  IV,  218 

Del  credere  agency                       V,  50 

Del  credere  sales                          II,  245 
DeUvery 

in  escrow                                  V,  254 

of  goods               III,  46;  V,  189,  225 

of  mortgages                            V,  254 

of  personal  property  sold        V,  180 
Delivery  system,   retail   (see 
Retail  delivery  sys- 
tem) 

Denominate  numbers             VII,  292 

Department  records                    I,  266 

Departmental  authorities           I,  35 
Departmental  distribution  of 

mail                            VI,  119 

Note. — FoT  page  numbers  sec  Jool  of  pages. 


Vol.  Page 
Departmental  expenses  III,  141,  154 
Departmental  factory  com- 
mittees I,  60 
Departmental  records  II,  139 
Deposit  ticket  II,  23 
Depositing  cash  II,  24 
Depreciation         IV,  64,  126,  164, 

166,  221,  252 
Depreciation  reserve  of  hold- 
ing company  IV,  221 
Depreciation  table  IV,  130) 
Designs,  advertising  I,  131 
Devise,  definition  of  V,  283 
Devisor,  definition  of  V,  283 
Dictation  VI,  122,  123 
Dictionary  of  technical  terms 

VII,  371 
Differential  piece-rate  system  III,  67 
Direct  labor  III,  73,  164 

Directors      of      corporation, 

powers  of  II,     322 

Discount  series  VII,     326, 

Discharge  of  contract  V,       33 

Discount 

bank  II,  23,  154 

cash  II,       60 

on  stocks  and  bonds      IV,  219, 

263,  304 
Discount  clerk  VI,     283 

Discount  ledger  VI,  283,  287 

Discount  teller  VI,     249 

Discount  tickler  VI,     290 

Dishonor,  notice  of,  in  nego- 
tiable instruments         V,     36 
Dissolution  of  partnership 

II,  178;  V,       85 
Distress,  definition  of  V,     269 

Distribution  costs  III,  23,  196 

Dividend  book  II,     328 

Dividends       II,  323,  343;  V,  104; 

VII,  19,  27 
Division 
of  common  fractions  VII,     277 

of  decimal  fractions  VII,     283 

of  denominate  numbers      VII,     302 
of  integers  VII,     250 

Documents,  filing  VI,     158 
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Domestic  exchange  V,     154 

Dormant  partners  II,     156 

Double  account   form   of 

balance  sheet  VII,     171 

Double  check  system  of  tool 

records  III,       60 

Double  entry  II,  12,  102;  V,     315 

Dower  estates  V,  236,  284 

Draft  I,  214,  226;  II,  23,  79; 

V,  114,  131;  VI,     306 
Draft  teller  VI,  253,  331 

Draft  for  use  of  customers       VI,     306 
Drawee  of  negotiable  instru- 
ments V,     120 
Drawings,  filing                         VI,     159 
Drilling   and   boring   depart- 
ment I,       91 
Dry  measure                     VII,  297,  309 
Duplicate  invoices                 I,  216,  264 
Duration  of  estates                     V,     235 
Duress                      V,  28,  129,  172,  285 
Duties 
of  agent  to  principal               V,       46 
of  partners  to  each  other       V,       82 
of  partners  to  third  persons  V,       83 
of  principal  to  agent              V,       44 

E 

Efficiency  I,  20;  III,     102 

Efficiency  wage  system  III,       69 

Elapsed  time  recorder  III,       88 

Electric    lighting   companies, 

auditing  books  of      IV,     108 
Electrically     driven     adding 
machines 
Burroughs  VI,     226 

Dalton  VI,     226 

Ensign  VI,     226 

Elite  type  1,     285 

Elliott  -  Fisher     bookkeeping 
and  accovmting  ma- 
chine VI,     228 
Emblements,  definition  of         V,     232 
Emerson  efficiency  wage  sys- 
tem                            III,       69 
Employe  (see  Labor) 
Employer  (see  Capitalist) 

Note. — For  page  numbers  see  foot  of  pages. 


Vol.  Page 
Employment  agent  I,     101 

Employment  department  I,  42,  97 

Enemy,    public,   as   affecting 

carrier  V,     221 

Engineering  department  I,  81,  83 

English  laws 

relating  to  accounts  IV,     329 

relating  to  audit  IV,     324 

relating      to      corporation 

profits  IV,     248 

relating  to  prospectuses       IV,     327 
EngHsh  measures      VII,  292,  299, 

304,  311 
Engravings,  advertising  I,     133 

Ensign  adding  machine  VI,     226 

Equation  of  accounts  VII,     353 

Equipment  bonds  II,     359 

Equipment  records  III,       57 

Equity 

courts  of  V,  37,  296 

definition  of  V,       37 

of    redemption    in    chattel 

mortgages  V,     217 

of  redemption  in  real  estate    V,     259 
Erecting  department  I,  81,  83,  91 

Errors,  detection  of  IV,  23,  153 

Estate,  trust  V,     261 

Estates  in  land  V,     235 

Estoppel 

of  corporation  from  denying 

existence  V,       93 

partnerships  by  V,      75 

Everyman's  income  tax  (see 
Income  tax,  every- 
man's) 
Evidence,  book  accounts  as 
(see  Book  accounts 
as  evidence) 
Exact  interest  VII,     338 

Exchange 

barter  V,     177 

monetary      II,  23;  IV,  266;  V,     154 
Executed  contract,  definition 

of  V,       19 

Executing  vouchers  II,     280 

Execution 
of  contracts  of  corporations  V,     106 
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Execution  (continued) 
definition  of  V,     296 

of  leases  V,     269 

of  negotiable  instruments     V,     104 
Executive  committee  I,  24,  29 

Executive  organization  I,       22 

Executors' accounts,  auditing  IV,     112 
Executory    contract,    defini- 
tion of  V,       19 
Exempt  income                  VII,     20,  27 
Exempt  property  V,     202 
Expense  account                    II,  46,  190 
Expense  distribution               III,     125 
Expense  distribution  account, 
as   controlling  ac- 
count                        III,     184 
Expense  distribution  chart       I,         52 
Expense  inventory                    II,     370 
Expense  ledger           III,  138,  147,  155 
Expense  liability                       II,     370 
Expense  of  operation               IV,     236 
Expense  orders                        III,     117 
Experimental  room  of  plant     I,  83,  84 
Expert  accountant,   admissi- 
bility  of   testimony 
of  V,     350 
Exponent,  definition               VII,     313 
Export  shipping  I,     334 
Express    contract,    definition 

of  V,       18 

Express  money  orders  VI,     342 

Express  shipments  I,     345 

Express  traveler's  checks  VI,  342 
Express  trusts,  definition  of  V,  262 
Extension,  measures  of 

VII,  293,  304,  307 


F.  O.  B.  definition  of  V,  223 
Factor,  mathematical,  defini- 
tion of  V,  54 
Factoring  VII,  261 
Factory  assets  II,  363 
Factory  buildings,  height  of  I,  85 
Factory  expenses  II,  364 
Factory  manager                       I,  89 

Note. — For  page  numbers  see  foot  of  pages. 


Vol.  Page 
Factory     organization     and 

control  I,  25,  69-125 

machine  shop  management    I,  80 

manufacturing                         I,  69 

shop  methods  and  records      I,  96 

Factory  overhead        II,  246;  III, 

125-163,  164 
basis  of  expense  distribution 

III,  126 
expense  distribution            III,  125 
general  expense               III,  141,  164 
methods  of  distribution      III,  130 
operating    expense    state- 
ments                      III,  148 
percentage  method  exem- 
plified                      III,  137 
Factory  plans                              I,  53 
Farm,  income  tax  on  returns 

from                         VII,  15 

Federal  court                              V,  293 
Federal  income  and  war  tax 
laws  (see  also  VII, 
149-152,  and  Income 
tax,  everyman's) 

VII,  11-152 
Fee  simple  estates,  definition 

of                                V,  235 
Fictitious  assets                         II,  43 
Fictitious   name   of   partner- 
ship                             V,  77 
Fidehty  insurance,  definition 

of                                V,  165 

File  clerk                                 VI,  139 

Files                                          VI,  162 
Fifing       I,  68;  III,  12,  13,  16,  18, 

27,  253,  268;  VI,  138 

Filing  vouchers            II,  280,  281,  282 
FiUed-in  form  letters           VI,     92,  94 

FiUing  orders                             I,  326 

Final  collection  letters            VI,  89 

Financial  accounts,  auditing  VI,  89 

Financial  statements                  I,  194 

Finished  stores        I,  83,  84;  III,  53 
Fire     insurance     companies, 

auditing  books  of      IV,  96 

First  mortgage  bond                 II,  359 

First  person,  use  of  in  letters  VI,  37 
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Vol,  Page 
Fixed  asset  accounts,  charges 

to  IV,    215 

Fixed  assets  (see  also  Capital) 

II,  43;  IV,  128,  149 

Flat-bed  billing  machines     I,  249,  251 

Flat  files  VI,     142 

Flat  wage  rate  I,       15 

Floating  assets       II,  43,  44;  IV,     148 

Fluctuation 

of  exchange  IV,     266 

of  fixed  assets  IV,  128,  149 

of  floating  assets  IV,     148 

Folding  machines  VI,     172 

"Follow-up"  letters  III,  243, 

253;  VI,     109 
"Follow-up"  systems  I,  167,  183 

Foot  and  inch  adding 

machines  VI,     203 

Footings  and  postings,  veri- 
fication of  IV,       40 
Foreclosure 
of  chattel  mortgages  V,    218 
of  real-estate  mortgages        V,    260 
Foreign  advertising  I,     146 
Foreign  collection  register       VI,     315 
Foreign  collections  paid           VI,     319 
Foreign  corporation                  V,     108 
Foreign  exchange                      V,     154 
Foremen                                   I,  41,  91 
Forfeited   stock,   method   of 

entering  in  books      IV,     139 
Forfeiture  of  leases  V,    275 

Forge  shop  I,       81 

Forgery  V,  42,  128 

Form  of  business  letter  VI,      13 

Form  letters     I,  162,  213;  VI,  91, 

97,  103,  109 

Form  paragraphs  VI,     122 

Foundry  I,  81,  85 

Fractions  VII,     264 

Franchises  IV,  215,  256;  V,       88 

P'raud 

defense  of  in  suretyship         V,     172 

definition  of  V,       28 

detection  of     IV,  22,  48,  54,  61,  156 

effect  of  upon  lease  V,     273 

effect  of  on  sale  V,     184 

Note. — For  page  numbers  see  foot  of  pages. 


Vol.  Page 
Fraud  (continued) 

renders  contract  voidable      V,  28 

Free  market                                I,  15 
Free-trial  plan  in  mail-order 

business                     III,  342 
Freehold    estates,    definition 

of                                 V,  235 
Freight  (see  Shipping  depart- 
ment) 

Freight  claims                             I,  338 
Freight  classifications           I,  315,  322 

Freight  tariffs                             I,  318 
French  money  system       VII,  299,  311 

Furniture,  depreciation  of       IV,  133 

Future-dehvery  sales               IV,  145 

G 

G.  C.  D.                                 VII,  267 

Gain  and  loss                          VII,  331 

Gambling  contracts  void           V,  28 

Gantt  bonus  system                III,  68 
Gas      companies,      auditing 

books  of  IV,  106,  108 

Gear-cutting  department           I,  91 

General  bank  proof                  VI,  262 
General  bookkeeper 

commercial  bank                  VI,  244 

savings  bank                         VI,  346 

General  bookkeeping  in  bank  VI,  256 
General  cash  book  in  savings 

bank                          VI,  348 

General  departments                  I,  89 
General  expense  (see  Factory 

overhead) 

General  expense  statement     III,  157 

General  factory  committee        I,  60 

General  ledger           II,  186;  III,  291 
General  manager           I,  24,  29,  37,  86 

General  mortgage  bonds           II,  359 

General  office                              I,  83 

General  superintendent              1,  89 
Geographical  index       I,  178;  III, 

303;  VI,  149,  152 

German  money  system     VII,  299,  311 

Gifts 

deduction  from  income  for  VII,  24 

of  personal  property              V,  175 


411 


14 


INDEX 


Vol.  Page 
Glossary  6f  technical  terms  VII,  371 
Gold  bond  II,     359 

Gold   mines,   auditing  books 

of  IV,       .S7 

Goods  in  process,   inventory 

of  II,     366 

GoodwiU  IV,  131,  215,  255,  308 

Gothic  type  I,     285 

Government  audit  IV,  15,  294 

Government  warehouses  V,     205 

Grace,  days  of  V,     132 

Greatest  common  divisor  VII,  267 
Grinding  department  I,       91 

Gross  profit,  transfer  of  II,       65 

Guaranteed  stock  II,     320 

Guarantor  V,  167,  171 

Guaranty  V,     171 

Guides  in  filing  system  VI,     100 


H 


Habendum  clause  in  deed  V,  241 
Halsey  premium  wage  plan  III,  66 
Heading  of  letter  VI.  13 
Hearsay  evidence,  rule  exclud- 
ing V,  329 
Heat  and  hght  account  II,  47 
Heavy  turning  department  I,  91 
Hereditaments  V,  232 
Highways,  how  established  V,  234 
Holding  companies,  accounts 

of  IV,  121,  203-232 

accounts  of  corporation       IV,  208 

advantages  of  combination  IV,  205 
balance    sheet   of    holdmg 

company                    IV,  208 

evils  of  monopoly                 IV,  206 

holding  companies                IV,  204 

pools                                      IV,  203 

trusts                                     IV,  204 

Holographic  wills                       V,  289 

Homestead  estates                     V,  237 

Hotelkeeper  (see  Innkeeper)     V,  231 

Hotels,  auditing  books  of        IV,  75 

Hour    and     minute     adding 

machines                    VI,  203 

House  communications               I,  65 

Note. — For  page  numbers  see.  font  of  pages. 


Vol.  Page 


Idiot,  legal  powers  of    V,  16,  22,  40,  76 
Idle  card  III,  84,  102 

Illegal   acts   and   agreements 

V,  17,  27,  42 
ImpUed  contract 

of  bailment  V,     202 

definition  V,       18 

Imphed  trusts,  definition  V,     263 

Implied  warranty,  definition     V,     185 
Imprest  account  III,     257 

Income 
of  holding  company  IV,     224 

verification  of  IV,       54 

Income  account  IV,     302 

Income  tax,  everyman's         VII,       11 
Incoming-mail  clerk  VI,     115 

Indemnity  in  suretyship  V,     174 

Indentation  of  paragraph        VI,       21 
Index  VI,  146;  VII,     314 

Indexing  files  III,  12,  14,  303 

Indexing  vouchers  II,     282 

Indirect  labor       III,  73,  138,  149,  164 
Indirect  labor  card  III,  84,  102 

Individual  bookkeeper 

commercial  bank  VI,  251,  323 

savings  bank  VI,     352 

Individual  record  card  I,     100 

Indorsement  of  checks  II,       24 

Indorser  V,  122,  168 

Industrial  development  I,       69 

Inefficiency    charges    against 

department  III,     102 

Infant,  legal  powers  of 

V,  20,  40,  76,  261 
Innkeeper  V,     231 

Inquiries,  handling   III,  243;  VI,     103 
Insane  person,   legal   powers 

of  V,  16,  40,  76 

Installment  book  II,     327 

Installment  collections 

I,  226;  VI,      86 

Installment  ledger  III,     278 

Installment  plan 

of  caring  for  depreciation     IV,     130 

in  mail-order  business  III,     242 
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Page 


114 


55 


96 


266 

227 
65 


Vol. 
Institutions,      auditing      ac»- 

counts  of  IV, 

Insurable  interest,  definition 

•     of  V,     158 

Insurance  V,  156,  169,  267 

Insurance  account  II,       47 

Insurance  broker  V, 

Insurance  companies,   audit- 
ing books  of  IV, 
Intangible  assets         IV,  131,  215, 

255,  308 
Interchangeable  manufactur- 
ing I,       76 
Interdepartment   correspond- 
ence                            VI,     121 
Interdepartment  work             III,     138 
Interest            II,  361;  VII,  18,  21,  334 
Interest  account                         II,       47 
Interest  slip                              VI, 
Interstate  commerce  act           V, 
Introduction,  letters  of            VI, 
Introduction  of  business  let- 
ter                             VI,  13,  14 
Inventories 
actual                                   III,  29,  49 
book    III,  29,  31,  271;  IV,  279, 
313;  VI, 
consolidated                           IV, 
of  goods  in  process                 II, 
of  holding  company              IV, 
valuations  of        II,  129;  IV,  63,  275 
Investigations  (see  also  Cor- 
poration accounting 
and  investigations)    IV, 
Investment  companies,  audit- 
ing books  of               IV, 
Investments 

depreciation  of  IV, 

marketable  IV, 

of  reserve  funds  IV, 

Invoice  II,  19,  280;  III,  27; 

VI,  167,  216 
Invoice  book  V,     311 

Invoice  register  II,     189 

Irrevocable  agencies  V,       59 

Nole. — For  page  numbers  see  fool  of  pages. 


213 
212 
366 
229 
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100 

132 
262 
138 


Job  bosses 

Job  costs 

Job  time 

Job  time  cards 

Joint  account  problems 

Joint  hability  of  parties 

Joint  stock  companies 

Joint  ventures 

Journal 

Journal  voucher 

Journalizing  II, 

Judgment 

definition  of 

promissory  note 
Justice  of  peace  court 

K 


VoL  Page 

I,      61 

III,     170 

I,  103,  109 

III,       83 

VII,     166 

V,       32 

II,     316 

II,     255 

II.  18,  54 

II,  265,  273 

19,  48,  73,  79 

V,  296 
V,  118 
V,     295 


Key-driven  adding  machine    VI,     222 
Keying  advertisements  I,     149 

Keying  form  letters  I,     163 


L.  C.  D.  VII,     270 

L.  C.  M.  VII,     269 

Labor        I,  11,  14,  16,  17,  72,  97; 

II,  14,  16,  17;  III,     104 
Labor  account  II,       48 

Labor  costs  III,  129,  169,  215 

Labor  records  III,  63-108 

methods  of  time  keeping     III,       72 

paying  employes 

piece-work  records 

production  time  records 

records  of  employes 

wage  systems 


III, 
III, 
III, 
III, 
III, 


101 

95 

79 

104 

64 

Land  I,  11;  IV,     130 

Landlord  and  tenant  V,  265,  275 

Landlord's  fixtures,  deprecia- 
tion of  IV,     135 
Lapping    system,     embezzle- 
ment by  means  of     IV,       97 
Law              IV,  324,  327,  329;  V,       11 
English                    IV,  324,  327,  329 
Law  merchant  V,     111 
Lawyers'  accounts,  auditing    IV,     118 
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Vol.  Page 

Lease  V,  269,  275 
Lcashold  land  and  premises, 

depreciation  of          IV,  132 

Least  common  denominator  VII,  270 

Least  common  multiple  VII,  269 
Ledger              I,  223;  II.  19,  185; 

V,  309,  310,  314 
Ledger  balance,  taking  with 

adding  machine         VI,  207 
Ledger  index                              II,  20 
Ledger  service  in  credit  mail- 
order business           III,  278 
Legal  papers,  filing                  VI,  158 
Legal  tender                           V,  33,  153 
Legatee,  definition  of                 V,  283 
Lessee,  definition  of                   V,  265 
Lessor,  definition  of                   V,  265 
Letter,  business  (see  Business 
correspondence   and 
Correspondence  and 
fifing) 
Letter-printing  machines         VI,  175 
Letters  of  credit                        VI,  342 
Liability  ledger                         VI,  283 
Liabilities                                    II,  56 
of  agent  and  principal            V,  46 
of  agent  to  third  person         V,  47 
of  corporation                       IV,  263 
of  holding  company             IV,  210 
of  partners  to  each  other        V,  82 
of  principal  to  agent               V,  44 
of  undisclosed  principal        V,  48 
verifying                                IV.  65 
Lien 
of  bailee                                  V,  208 
of  carrier                                 V,  226 
at  common  law                       V,  208 
how  enforced                          V,  208 
of  innkeeper                           V,  232 
seUer's                                     V,  189 
Life  estates                                 V,  236 
Life     insurance     companies, 

auditing  books  of      IV,  99 

Life  poUcies  of  insurance           V,  161 

Limited  partnership  V,  87 
Linear  measure  VII,  293,  304,  307 
Liquid  measure                 VII,  296,  309 

Note. — For  page  numbers  see  foot  of  pages. 


Vol.  Page 

Liquidator,  fitness  of  pubUc 
accountants  to  act  as 

IV,  310 

Listing  adding  machines    VI,  182,  226 

Lists,  tabulation  of  in  letter     VI,  24 

Loan,  definition  of                     V,  160 

Loan  ledger                              VI,  299 

Local  agent  plan  of  selling         I,  87 

Local  collections                          I,  222 

Local  credit  correspondents       I,  200 

Logarithms                             VII,  363 

Loose  leaf  ledger                      III,  300 

Loose  leaf  ledger  inventories  III,  40 
Loose   leaf  sales  sheets  and 

invoices                         I,  254 

Loose  leaf  sheets                         I,  279 

Losses                                 I,  19;  II,  345 

Lost  wills,  how  proven               V,  290 

Low  stock  report                     III,  24 

M 

Machine-hour  rate  method  of 
distributing  expense 

III,  132 
Machine    shop    management 
(see  also  Factory  or- 
ganization and  con- 
trol)                              I,  80 
modern   meaning   of   shop 

management                 I,  80 
official  communications          I,  93 
organization    of    manufac- 
turing plant                  I,  86 
shop  management                   I,  91 
successful  management           I,  94 
typical  manufacturing  plant  I,  81 
Machine-tool  records               III,  61 
Machinery 
depreciation  of                      IV,  132 
in  relation  to  profits             IV,  252 
Machinery  records               III,  57,  196 
Magistrate,  court  of,  defini- 
tion of                                 V,  295 
Mail,  opening  and  distributing  VI,  115 
Mail  clerk 
in  bank                                  VI,  315 
in  business                       VI,  115,  251 


-ill 


INDEX 


17 


Vol.  Page 
Mail-order    branch    of    sales 

department                   I,  161 
Mail-order  business            III,  237-298 
credit  business                      III,  276 
follow-up  system                  III,  253 
general  considerations          III,  237 
general  ledger                       III,  291 
handling  cash                        III,  254 
stock-keeping                        III,  271 
voucher  system                     III,  287 
wholesale    catalogue    busi- 
ness                           III,  293 
Mail-order     installment     ac- 
counts                          I,  239 
Mail-order    installment    col- 
lections                   I,  236,  240 
Mailing-room  machinery         VI,  169 
Maintenance    and    supphes, 

expense  of            III,  218,  228 
Man-hour  rate  method  of  dis- 
tributing expense      III,  131 
Management 

vs.  administration                    I,  11 

of  corporations                      II,  321 
machine  shop  (see  Machine 
shop  management) 

Manager,  successful                    I,  95 

Manifolding,  machines  for         I,  249 

Manufactured  goods  account  III,  186 
Manufacturing                           I,  25,  69 
Manufacturing  and  cost  ac- 
counts    II,  64,  296,  303, 

362;  III,  184 
Manufacturing  costs,  calcula- 
tion of                       III,  230 
Manufacturing  departments 

I,  24,  81,  83;  III,  154 
Manufacturing  orders        III,  108-123 

production  orders                 III,  109 

records  of                             III,  117 

shop  orders                          III,  113 

work  orders                          III,  115 
Manufacturing  plant,  organi- 
zation    and     layout 
of                          I,  25,  81,  86 

Manufacturing  problems       VII,  167 

Note. — For  page  numbers  see  fool  of  pages. 


Vol.  Page 
Manufacturing  traders,  audit- 
ing books  of  IV,  70 
Map  and  tack  system  of  rout- 
ing salesmen  I,  179 
Maps,  fiUng  VI,  159 
Marchant  Calculator  VI,  225 
Marine  insurance,   definition 

of                                 V,  161 
Marketable  investments          IV,  262 
Married  women  contracts  of     V,  22 
Master  Clock   for  time- 
recording  system       III,  90 
Material  costs            III,  129,  166,  213 
Material  records               III,  43,  51,  56 
Mean  solar  day                      VII,  298 
Measures                   VII,  292,  304,  307 
Mechanical    accounting    (see 
also     Office     equip- 
ment)                         VI,  ISl 
Mechanical     calculator     (see 

Adding  machine) 

Mechanical  copiers                  VI,  128 
Mechanical  production   time 

recorders  III,  85 
Mechanical  time  recorder  III,  76 
Medical  men,  auditing  ac- 
counts of  IV,  120 
Memorandum  accounts  II,  246 
Memorandum  book  II,  254;  IV,  55 
Mensuration  VII,  316 
Mercantile  agencies  I,  199;  V,  150 
Mercantile  business,  organiza- 
tion of  I,  29 
Merchandise  account  II,  37 
Merchandise    inventory    ac- 

covmt                           II,  66 
Merchants'  method  in  partial 

payments                 VII,  352 

Messenger  shp                          VI,  301 

Metal  files                                 VI,  167 
Metric  system  of  measures 

VII,  292,  307 

Milhng  machine,  importance 

of  in  development  of 

manufacturing             I,  76 

MilUng  machine  department      I,  91 

Mimeograph                             VI,  178 
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Vol.  Page 
Mines,  depreciation  of  IV,  133,  253 
Mining  accounts,  auditing  IV,  85 
Minute  book  II,  327;  IV,       07 

Mistake 
of  fact  V,       29 

of  law  V,       29 

Money,  definition  of  V,     153 

Monopoly,    advantages    and 

evils  of  IV,     206 

Monroe  adding  machine  VI,     223 

Monthly  balance  sheet  IV,     228 

Monthly  sales  records  I,     189 

Monthly  statements    I,  221;  VI,     188 
Mortgage  V,  214,  251 

Mortgagee,  definition  of       V,  214,  252 
Mortgagor  V,  216,  252 

Motion   studies,    effect   on 

wages  I,       15 

Multiplication 

of  common  fractions  VII,     274 

of  decimal  fractions  VII,     282 

of  denominate  numbers      VII,     302 

of  integers  VI,     251 

Multipost  VI,     174 

Mutual  account  V,     323 

Mutuality  in  contracts  V,       19 


N 


Name  index  of  catalogue  file  III,  15 
National  banks  V,  90,  151 

Necessaries,  definition  of  V,       20 

Negligence  V,  46,  206,  221 

Negotiability  V,  110,  111,  223 

Negotiable  instruments  V,  106,  110 
Net  gain  II,  63,  65 

Net    income,    determination 

of  VII,       12 

Net  loss  II,       63 

Newspapers,    auditing    books 

of  IV,       82 

"No  name"  consignments  II,  248 
Nominal  account  II,       36 

Nominal  partners  II,     155 

Non-clearings  checks  VI,     342 

Non  -  cumulative      preferred 

stock  II,     320 

Note. — For  page  numbers  see  fool  of  pages. 


Vol.  Page 
Non-listing  adding  machines 

Comptometer                         VI,  221 

Monroe  VI,  223 
Nonproductive  card  III,  84,  102 
Nonproductive  labor           III,  73, 

138,  149,  164 

Non-stock  corporation               II,  315 

Normal  tax  on  income            VII,  1 1 

Notation                                  VII,  242 

Note         II,  73;  V,  112,  118;  VI,  297 

Note  ledger                               VI,  283 

Note  teUer                                VI,  249 

Numbering  machine                 VI,  240 
Mumerical  filing  and  indexing 

III,  12,  303;  VI,  146,  152 

Nuncupative  wills                      V,  289 

0 

Office,  planning  the  I,  54 
Office  equipment  VI,  181-240 
adding  machine  VI,  181 
calculating  and  bookkeep- 
ing machines  VI,  221 
checking  statistics  VI,  219 
cost  finding  VI,  200 
daily    ledger    balance    for 

commercial  house      VI,  207 
handhng  check  figures  by 

machinery  VI,  220 
listing  pay-roll  amounts  VI,  198 
making  sales  records  VI,  182 
making  trial  balance  VI,  185 
mechanical  accounting  VI,  181 
mechanical  check  on  in- 
voices VI,  216 
miscellaneous  equipment  VI,  238 
monthly  statements  VI,  188 
operating  expenses  and 

earnings  VI,  213 
perpetual  stock  record  VI,  213 
proof  of  posting  VI,  192 
reconciling  bank  balances  VI,  210 
recording  cash  received  VI,  194 
tabulating  accounts  receiv- 
able for  credit  de- 
partment VI,  217 
tabulating  machines             VI,  235 
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Vol.  Page 
Officers  of  corporation,  powers 

of  II,     322 

Official  communications  I,       93 

Open  account  V,    322 

Open  account  ledger  III,     275 

Open  insurance  V,     164 

Opening  books  II,     157 

Opening  entries  in  corporation 

books  II,     329 

Opening  paragraph  of  letter 

VI,  97,  106 
Operating  account  IV,     302 

Operating  expenses  and  earn- 
ings    III,  148,  150,  155; 

VI,     213 
Oral  assignment  of  leases  V,     270 

Oral  contract  V,       41 

Oral  orders,  danger  in  I,       65 

Order  blank  II,  187;  VI,       70 

Order  book  II,  16;  IV,       55 

Order  form,  simple  I,     276 

Order  recording  (see  Billing) 
Order  work  of  firms  receiving 
orders  from  salesmen 
(see  Wholesale  firms, 
order  work  of) 
Orders  III,  18,  122,  245,  276, 

296;  VI,  24,  68,  156 
Organization  (see  Business 
organization  and 
control  and  Factory 
organization  and 
control) 
Organization  committee  I,       62 

Organization  of  corporation 

IV,  269;  V,  90 
Organization  expenses,  extin- 
guishing of  IV,  149 
Original  entry,  books  of  II,  15 
Ostensible  partners  II,  155;  V,  77 
Out  freight,  treatment  of  II,  47,  222 
Outdoor  advertising  I,  158 
Outstanding    discounts, 

reserve  for  IV,     137 

Overhead   charges    (see   also 

Factory  overhead)    IV,     277 

Note. — For  page  numbers  see  fool  of  pages. 
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Packing  and  shipping  II,     224 

Paint  shop  I,  83,  84 

Paragraphing  of  letter  VI,       21 

Parallelograms  VII,     318 

Parentheses,  use  in  mathe- 
matics VII,  242 
Partial  assignments  V,  270 
Partial  payments  VII,  350 
Partnership  II,  155;  V,  75,  86 
Partnership  problems  VII,  156 
Partnership  profits  in  relation 

to  income  tax  VII,       15 

Pass  book  II,  24;  V,     149 

Passive  assets  II,  43,  44 

Past  employe's  card  III,     108 

Patents  IV,  134,  215,  255 

Pattern-making  department     I,  81,  84 
Pattern  storage  room  I,  83,  84 

Pay-roll    I,  112;  II,  368;  III,  139, 

313;  IV,  50;  VI,     198 
Payee   of    negotiable    instru- 
ment V,     120 
Paying     employes,     methods 

of  I,     HI 

Paying  vouchers  II,     281 

Paying  teller 
commercial  bank  VI,  246,  267 

savings  bank  VI,     348 

Paying  teller's  report  VI,     350 

Payment  for  goods,  arrang- 
ing for  VI,  69,  72 
Pawn  brokers  V,  55 
Pen  carbon  I,  289 
Pencil  carbon  I,  289 
Percentage  VII,  288 
Percentage  method  of  dis- 
tributing expense  III,  135 
Periodical  advertising  I,  144 
Periodicals,     auditing    books 

of  ^  IV,       82 

Perpetual  inventory      III,  29,  31, 

271;  IV,  279,  313;  VI,     213 
Perpetuities,  rule  against  V,     235 

Personal  accounts  II,      35 

Personal  business  letters        VI,  13,  48 
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Personal  expenses  in  relation 

to  income  tax  VII,       13 

Personal  property  V,  174,  214 

Personal  salesmanship  divis- 
ion of  sales  depart- 
ment I,     178 
Personification 
of  consignment  account        II,     252 
of  shipment  account              II,     243 
Petty  cash             II,  25;  III,  257; 

IV,  35,  50 
Petty  cash  book  II,      25 

Petty  cash  voucher  II,     191 

Physical  property  I,  53;  IV,  215 

Physicians,  auditing  accounts 

of  IV,     120 

Pica  type  I,     285 

Piece  rate  III,       65 

Piece-work  records  III,  95,  99 

Planing  department  I,       91 

Planning  department  I,       89 

Plant 

arrangement  of  I,       53 

depreciation  of  IV,     133 

in  relation  to  profit  IV,     252 

verifying  value  of  IV,       64 

Plant  orders  I,  114,  116 

Plating  department  I,       91 

Pledge,  definition  of  V,     209 

Pledgee,  definition  of  V,     210 

Pledgor,  definition  of  V,     210 

Police  regulations  of  shop  I,       92 

Polishing  department  I,       91 

Pools  IV,     203 

Posting   II,  19,  54;  IV,  40;  V,  314; 

VI,     192 
Postscript  of  letter  VI,       18 

Pounds,  shillings,  and  pence 

adding  machines  VI,  205 
Power  I,  81,  84;  III,  142,  218,  223 
Powers  of  quantities  VII,     313 

Practical    accounting     prob- 
lems VII,  153-240 
C.  P.  A.  problems  VII,     178 
corporation  problems         VII,     174 
double    account    form    of 

balance  sheet  II,     171 

Note. — For  page  numbers  see  foot  of  pages. 
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Practical    accounting    prob- 
lems (continued) 
introduction  VII,     153 

joint  account  problems  VII,  166 
manufacturing  problems  VII,  167 
partnership  problems  VII,  156 
theory  of  accounts  VII,     154 

Preferred  stock  II,  320;  V,     103 

PreUminary     collection     let- 
ters VI,       88 
Preliminary  engineer  I,       88 
Premium  on  bonds                    II,     361 
Premium  plan  in  mail-order 

busmess  III,  241,  280 

Premium  on  stocks  and  bonds 

II,  335;  IV,  263,  304 
Premium  wage  systems  III,       65 

Present  worth  II,  66;  VII,     348 

Pricing  goods  at  inventory  II,  129 
Prime  factor,  definition  VII,     262 

Principal,  definition  of  V,       39 

Printed  letters  (see  Form  let- 
ters) 
Printed  order  blank  VI,  50,  70 

Printing  orders,  tracers,  and 

records  I,     137 

Private  corporations  II,     315 

Private  ledger  II,     294 

Production 
costs  of  III,  127,  148 

factors  influencing  I,       11 

Production  cost  ledger  III,     138 

Production  departments  I,  86,  91 

Production  engineer  I,  81,  89 

Production  ledger  III,     155 

Production  orders        I,  114,  115; 

III,     109 
Production  records  III,     182 

Production  superintendent  I,  91 
Production  time  recorders  III,  85 
Production  time  records  III,  73,  79 
Productive  labor  III,  73,  137,  164 

Productive  output,  relation  to 
operating  expense 

III,  152,  155 
Professional  accounts,  audit- 
ing IV,    118 
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Professional  auditing               IV,  13 
Professional  income  in  rela- 
tion to  tax               VII,  26 
Profit 
available  for  dividends         IV,  228 
certifying                              IV,  305 
of  corporation  (see  Corpora- 
tion profits) 
definition  of                     IV,  140,  247 
figured  as  cost                      III,  230 
in  relation  to  income  tax  VII,  14,  25 
in  single  entry                        II,  100 
Profit  and  loss                 II,  56,  63; 

IV,  267,  302 

Promissory  notes          II,  21;  IV,  65 

Promotion                    I,  101;  II,  341 

Proof  book 

collection  clerk's                   VI,  309 

discount  clerk's                    VI,  293 

draft  teller's                          VI,  339 

mail  clerk's                           VI,  320 

paying  teller's                       VI,  272 

receiving  teller's  VI,  281,  351 

Proprietor's  account                 II,  112 

Prospectuses 

English  laws  relating  to       IV,  327 
value  of                                 IV,  306 
Protested  paper          II,  192;  VI,  298 
Public  accountant   (see  also 
Auditor  and  Profes- 
sional auditing)         IV,  310 
Public  corporation                    II,  315 
Public  service  corporations      IV,  103 
Publicity  department  (see  Ad- 
vertising department) 
Publishers,     auditing     books 

of                                IV,  80 

Purchase,  verifying              IV,  43,  162 

Purchase  account                      II,  37 

Purchase  book          II,  18;  V,  310,  313 

Purchase  controUing  account   II,  187 

Purchase  ledger                         II,  185 

Purchase  orders                       III,  24 
Purchase  price  for  business, 

determining               IV,  305 
Purchase  record  of  mail-order 

business                     III,  264 

Note. — For  page  numbers  see  foot  of  pages. 


Vol.  Page 
Purchasing  agent                       I,  42 
Purchasing  and  stores  depart- 
ment     III,  11-62;  III,  260 
purchasing  department       III,  1 1 
catalogue  fiUng  and  in- 
dexing                      III,  12 
department  routine          III,  22 
list  of  dealers                    III,  11 
orders  placed                    III,  18 
special  quotations            III,  16 
stores  department                III,  28 
installing  stores  system   III,  43 
organization                     III,  28 
machine  and  equipment 

records                      III,  57 

record  forms                     III,  50 
stores  department  money 

saver                        III,  42 

stores  records                   III,  47 

tool  room                          III,  58 


Q 


Quantity,  definition               VII,  241 

Quit  claim  deed,  definition  of    V,  242 
Quorum  at  corporate  meet- 

V,  97    "^ 


mgs 


R 


VII,  314 

VI,  143 

I,  144 

II,  35 


Radical  sign,  definition 

Railroad  system 

Rate  cards,  advertising 

Real  account 

Real  estate 

depreciation  of  IV,     130 

in  relation  to  profits  IV,  '  252 

verifying  value  of  IV,      64 

Real  property,  definition  of       V,     232 

Rebates  III,  268,  283,  296 

Recapitulation     of     deposits 

and  withdrawals       VI,     354 

Receivers,    fitness   of   public 
accountants  to  act  as 

IV,     310 

Receiving  book  II,     248 

Receiving  department    III,  26,  44,  263 
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Receiving  slip  III,  27,  45 

Receiving  teller 
commercial  bank  VI,  247,  277 

savings  bank                         VI,  350 

Recommendation,  letters  of    VI,  61 

Recorder  of  time                      III,  76 

Recording-clock  time  cards  I,  106 
Records 

advertising                               I,  129 

credit                                        I,  204 
of  employes  (see  also  Labor 

records)                     III,  104 

form  letter                               I,  167 

of  manufacturing  orders      III,  117 

of  purchasing  department  III,  27 
shop    (see    Shop    methods 
and  records) 

Rectangular  solids  VII,  322 
Redemption 

equity  of  in  real  estate 

mortgage                     \',  259 
mortgagor's    right    of,    in 

chattel  mortgage         V,  217 

of  pledged  property                V,  213 

Redendum  clause  in  deed  V,  241 
Reduction 

of  denominate  numbers      VII,  299 

of  fractions                          VII,  266 
Reference  index  of  names  and 

addresses  VI,  126 
Refund  III,  268,  283,  296 
Refund  check  register  in  mail- 
order business  III,  260 
Refund  register  III,  284 
Refunding  bonds  II,  359 
Register  of  drafts  VI,  332 
Registered  bonds  II,  359 
Registering  vouchers  II,  280 
Registrar  of  corporation  II,  328 
Registration 

of  corporation                          V,  101 

of  trade  marks                         V,  282 

Reinsurance,  definition  of          V,  163 

Remainder,  estates  in  V,  238 
Remittance  VI,  24,  51 
Rent                  V,  268.  277;  VII,  19,  26 

Rent  account                              II,  47 

Nole. — For  page  numbers  6ec  fool  of  pages. 


Vol.  Page 
Reorganization    of    business 

IV,  310;  V,  95 
Repairs,  special  account  for  IV,  135 
Reports  of  pubUc  accountant, 

forms  of        IV,  176,  233,  320 
Representative  account  II,       36 

Requisitions       I,  120;  III,  22,  27, 

261,  273 
Rescission  V,  34,  184 

Reselling  goods  to  dissatisfied 

customers  VI,      88 

Reserves  II,  355;  IV,  135,  149,  227 
Restaurants,  auditing  books  of  IV,  76 
Retail  business  I,  302;  II,  84, 

111,  133,  300 
Retail  credit  reporting 

agencies  I,     202 

Retail  deUvery  system  I,     349 

Retailers,  auditing  books  of  IV,  70 
Returned  goods  III,  45,  283,  296 

Returns  required,  income  tax 

VII,  12,  24 
Revaluations  of  plant  IV,       64 

Revenue  accounts  II,  46;  IV,  161, 

220,  236 


Revenue  and  capital 

IV, 

173 

Revenue  receipts 

IV, 

143 

Revocation 

of  agency 

V, 

58 

of  offer 

V, 

25 

of  wills 

V, 

290 

Rights,  definition  of 

V, 

11 

Roller  copier 

VI, 

128 

Roman  notation 

VII, 

242 

Roman  tj'pe 

285 

Roots  of  quantities 

VIl! 

314 

Route  cards 

181 

Routing  dehveries 

351 

Routing  salesmen 

179 

Routing  shipments 

324 

Rule    of    evidence    excluding 

hearsay 

V, 

329 

Running  accoont 

V, 

321 

Safety  deposit  vaults 

VI, 

355 

Salaries  account 

II. 

48 
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Vol.  Page 
Salaries  in  relation  to  income 

tax  VII,       13 

Salary  distribution  chart  I,       47 

Sale 

caveat  emptor  V,     184 

classification  of  I,     176 

definition  of  V,     175 

distinguished  from  bailment  V,     178 
for  future  delivery  IV,     145 

impUed  warranty  V,     186 

investigations    at    time    of 

IV,  151,  169 
of  partnership  II,     178 

of  pledged  property  V,     210 

of    property,    income    tax 

on  VII,       16 

of  trade  mark  V,     279 

Sales  account  II,       38 

Sales  on  account  II,     245 

Sales  book  II,  18,  188,  249; 

III,  310;  V,  310,  313 
Sales  controlling  account  II,     186 

Sales  committee  I,       61 

Sales  division  I,  39,  86,  160 

Sales  expense  II,     224 

Sales  ledger  II,     186 

Sales  manager  I,  39,  88 

Sales  recapitulations  III,     311 

Sales  records  I,  186;  III,  296; 

IV,  44,  55,  161,  236;  VI,     182 
Sales  sheets  II,     255 

Sales  tickets  II,     138 

Salesmen,  salaries  and  ex- 
penses of  II,  224 
Salesmen's  correspondence  VI,  155 
Salesmen's  expense  accounts  I,  186 
Salesmen's  records  I,  189 
Salesmen's  report  cards  1,  181 
Salutation  of  letter  VI,  13,  15 
Savings  banks              V,  148,  152; 

VI,     344 
Scale  book  II,     133 

Seal  V,  27,  106 

Sealing  machines  VI,     173 

Second  mortgage  bond  II,     359 

Second  person,  use  of  in  let- 
ters VI,       39 

Note. — For  page  numbers  sre  foot  of  pages. 


Secret  partners 
Secret  reserves 
SelUng  department 
Selling  expense 


Vol.  Page 

II,  155 

IV,  139,  265 

I,   29 

III,  127,  148 


Selling  price,   expense  based 

on                              III,  128 

Serial  numbers                            I,  292 

Series  ledgers                             III,  295 

Service  card                                  I,  99 
Settlement  sheet 

collection  clerk's                    VI,  311 

discount  clerk's                      VI,  294 

draft  teller's                           VI,  339 

paying  teller's                        VI,  273 

receiving  teller's                   VI,  283 
Shipment  books,  importance 
of  in   detecting 

fraud                          IV,  55 
Shipments  and  consignments 

I,  330;  II,  235-262;  VI,  70,  72 
agency  sale.s                           IT,  235 
commission  merchant  prac- 
tice                              11,  260 
consignments                         II,  247 
joint  ventures                        II,  255 
scope  of  transactions             II,  235 
shipme^its                                II,  236 
terminology                             II,  235 
Shipping  clerk                              1,  314 
Shipping  department    I,  313-359; 

III,  205,  231,  268 

checking  shipments                  I,  330 

export  shipping                        I,  334 

express  shipments                    I,  345 

filhng  orders                             I,  320 

freight  claims                            I,  338 

introduction                              I,  313 

retail  dehvery  system             I,  349 

shipping  clerk                           I,  314 

Shipping  room  I,  83,  85 

Ships,  depreciation  of               IV,  134 

Shop  expense                           III,  164 

Shop  foremen                               I,  41 

Shop  methods  and  records          I,  96 

Shop  orders                              III,  113 

Shop  transportation                   I,  83 

Sight  draft                                 II,  23 
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Signature 
of  agent  to  written  instru- 
ments                          V,  53 
to  deeds                                  V,  241 
of  letter                                VI,  17 
to  wiUs                                    V,  287 
Signature  card                           II,  23 
Signs,    commercial                 VII,  397 
Silent  partners             II,  155;  V,  77 
Simple  accounts,  equation  of 

VII,  354 

Simple  interest                        VII,  335 

Simple  storage                           II,  231 
Single  entry  bookkeeping 

II,  12,  83-109;  IV,  247;  V,  312 

changing  to  double  entry      II,  102 
changing  partnership  books 

to  double  entry           II,  102 

closing  books                          II,  101 

determining  profit                 II,  100 

introduction                            II,  83 

sample  transactions               II,  84 
statement    of    assets    and 

liabihties                     II,  103 

statement  of  ledger               II,  104 
Single  equivalent  of  discount 

series                        VII,  327 
Single  proprietor's  and  part- 
ner's accounts        II,  111-183 

departmental  records            II,  139 

inventory                               II,  128 

partnership                            II,  155 

retail  business                        II,  111 

retail  coal  books                    II,  133 

sales  tickets                            II,  138 

Single-stop  tabulator                  I,  294 
Sinking  funds       II,  357;  IV,  130, 

220,  264 

Small-tool  records                    III,  61 

Sorting  mail                        VI,  116,  161 

Special  accounting  forms     II,  299-314 

cash  books                            III,  308 

pay-roll  records                    III,  313 

special  ledgers                      III,  300 

tabular  sales  books              III,  310 

Special  audit                             IV,  36 

Special  deliveries                         I,  359 

Note. — For  page  numbers  see  foot  of  pages. 
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Special  quotations,  file  for  III,  16 
Speculative  assets  II,  43,  44 

Spheres  VII,     323 

Split-and-normal     device     of 

adding  machine         VI,     183 
Split  orders  I,     274 

Spohated  wills,  how  proven  V,  290 
Square  measure  VII,  294,  304,  308 
Square  root,  rules  for  finding 

VII,     314 

Stamping  machines  VI,     173 

Standing  order  III,     116 

Stands,  or  billboards  I,     159 

Statement  II,     112 

of  assets  and  liabiUties  II,     103 

of  condition  of  business         V,     317 

of  ledger  II,     104 

monthly  I,     221 

Statement  clerk  VI,  252,  328 

Stationer's  table  VII,     311 

Stationery  I,     279 

Statu  qiio,  definition  of  V,       35 

Statute  of  Frauds 

as  affecting  contracts  V,       23 

agency  contracts  within         V,       41 
as  applied  to  leases  V,     269 

contracts      of      suretyship 

within  V,     170 

partnership  contracts  within  V,       76 

in  sales  V,     179 

Statutes  V,       12 

Steam   railways,   auditing, 

boolvs  of  IV,     109 

Stenographers  VI,  126,  131 

Stock,  capital      II,  319,  320,  329, 
341,    349;    IV,    62, 

263,  304;  V,  101,  103 
Stock  accounts  IV,     229 

Stock  and  bond  register  VI,     265 

Stock  books,  entries  II,     335 

Stock  certificate  II,     319 

Stock  certificate  book  II,     326 

Stock  clerk  (see  Storekeeper) 
Stock  corporation  II,     315 

Stock  dividends  II,  324,  344 

Stock  on  hand,  valuation  of 

IV,  63,  162,  258 
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Vol. 

Page 

Stock-keeping    (see  S< 

.ores 

Superintendent  of  plant 

1,25 

records) 

40,  SO,  89 

Stock  ledger 

n. 

327 

Superscription  of  letter 

VI, 

19 

Stock  register 

11, 

328 

Surety,  contract  of 

V, 

166 

Stock  subscriptions 

II,  321 

,  352 

Surety  companies 

V, 

173 

Stock  transfer  book 

II,  324 

,326 

Suretyship 

V, 

165 

Stockbrokers,  auditing  books 

Surplus 

II, 

343 

of 

IV, 

94 

Surtax  on  income 

VII, 

11 

Stockholders                II 

,  317,  323, 

Surveyor's  measures         VII,  30"^ 

,305 

325;  V, 

100 

Survivorship  in  partnership 

V, 

85 

Stoppage  in  transitu 

V, 

189 

Storage  accounts 

n, 

229 

T 

Storage  companies 

V, 

205 

Tables 

Store  plans 

I, 

57 

ahquot  parts 

VII, 

287 

Storeroom 

I,  83,  84 

bankers'  time  table 

VII, 

344 

Storeroom  requisition 

III, 

46 

chart    for    checking    retail 

Stores  clerk 

III, 

44 

sales  slips 

I, 

304 

Stores  department  (see 

Pur- 

comparison  of  daily  sales  of 

chasing    and 

3tores 

clerks 

I, 

305 

department) 

compound  interest 

VII, 

341 

Stores  records                 III,  47,  51 

,  271 

days  as  decimal  fractions  of 

Storing  stock  and  materials 

year  of  365  days 

VII, 

368 

I, 

117;  III, 

43 

decimal  equivalents 

VII, 

330 

Street  car  advertising 

I, 

157 

decimal  system 

VII, 

279 

Street  railways,   aud 

iting 

depreciation  table 

IV, 

130 

books  of 

IV, 

111 

logarithms 

VII, 

366 

Subagents 

V, 

51 

maturity  table 

VII, 

343 

Subject  index    VI,  151, 

152;  III, 

14 

of  measurement 

VII, 

304 

Subletting 

V, 

268 

multipUcation  table 

VII, 

252 

Sub-production  orders 

I, 

115 

periods 

VII, 

244 

Subrogation  in  suretyshi 

P         V, 

173 

Roman  notation 

VII, 

243 

Subsidiary  companies,  repre- 

Tabular ledger 

III, 

305 

sentation  in  accounts 

Tabular  sales  books 

III, 

310 

of  holding  company  IV, 

121 

Tabulating  machines 

VI, 

235 

Subsidiary  company  balance 

Tabulators  on   billin 

g 

sheet 

IV, 

214 

machines 

I, 

294 

Subtraction 

Talking  machines  for  dicta- 

of common  fractions 

VII, 

273 

tion 

VI, 

123 

of  decimal  fractions 

VII, 

281 

Tally  sheet,  mail  clerk's 

VI, 

117 

of  denominate  numbers      VII, 

301 

Tariffs,  freight 

I, 

318 

of  integers 

VII, 

248 

Taxes             II,  47;  V,  267; 

VII, 

21 

Sufferance 

Taylor  premium  wage  system 

estates  at 

V, 

238 

III, 

67 

leases  at 

V, 

273 

Telegrams 

VI, 

136 

Suggestion  plan 

I, 

64 

Telegraph,  contracts  by 

V, 

25 

Summary  accounts 

II. 

365 

Tenancies 

V, 

271 

Sunday  contracts  illegal 

V, 

27 

Tenant,  definition  of 

V, 

265 
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Tender,  definition  of  V,  33 
Tenements,  definition  of  V,  232 
Terms,  commercial  VII,  371 
Territorial  index  III,  303 
Testament,  definition  of  V,  283 
Testator,  definition  of  V,  283 
Theaters,  auditing  books  of  IV,  77 
Theatrical  companies,  audit- 
ing books  of  IV,  79 
Theatrical  plant,  depreciation 

of                                IV,  134 
Theory  of  accounts         II,  11-82; 

VII,  154 

balance                                   II,  12 

balance  sheet                         II,  66 

bank  deposits                          II,  23 

cash  discounts          ,              II,  60 

classes  of  account  bboks       II,  15 
classes  of  accounts               II,  35,  56 

classes  of  assets                     II,  43 

credit                                      II,  11 

debit                                       II,  11 

journalizing  drafts                 II,  79 

journahzing  notes                  II,  73 

ledger  accounts                      II,  57 
merchandise    inventory 

account                       II,  66 

methods  of  bookkeeping       II,  12 

profit  and  loss                         II,  63 

promissory  notes                   II,  21 

recording  transactions           II,  19 

revenue  accounts                   II,  46 

rules  for  joiunalizing             II,  48 

rules  for  posting                     II,  54 

trial  balance                            II,  56 

Third  person,  use  of  in  letters  VI,  38 

Third  persons 

contracts  for  benefit  of          V,  21 

property  held  for  benefit  of    V,  261 

Three-column  journal               II,  48 

Tickler  method  of  follow-up 

I,  168,  171,  219 

Tied-in  shipment  accounts       II,  240 
Time,  measure  of              VII,  298,  310 

Time  book  system                    III,  74 

Time-card  forms                         I,  103 

Note. — For  page  numbent  nee  foot  of  pages. 


Time  clocks 
Time  distribution 
Time  draft 
Time  keeping 


Vol.  Page 

III,       76 

1,     103 

II,       23 

I,  102;  III,       72 


Time  limit  of  order  of  goods  VI,  70 
Time  record  on  work  orders  III,  80 
Time  stamp  VI,     239 

Time  studies,  effect  on  wages  I,  15 
Timekeeper  III,       74 

Tissue  book,  making  wet  copy 

of  bill  in  I,  253,  254 

Title 
to  negotiable  instruments      V,     211 
to  personal  property  V,     175 

to  pledged  property  V,     211 

to  real  property  V,     239 

to  trust  property  V,     262 

Title  index  of  catalogue  file  III,  15 
Ton  and  hundredweight  ad- 
ding machines  VI,  202 
Tontine  policies  of  insurance  V,  161 
Tool  rack  III,  59 
Tool  records  III,  61 
Tool  room  I,  83,  84,  123;  III,  58 
Tools  I,  72;  IV,  252 
Torts  V,  46,  109 
Tracing  orders  I,  121;  III,  122 
Trade,  mutual  profit  in  I,  13 
Trade  discounts,  reserve  for 

outstanding  IV,     137 

Trade  marks  V,     278 

Trade  names  V,     280 

Trading  account  II,  63,  130 

Trading  profits  II,       63 

Traffic  manager,  need  of  I,     313 

Transfer  clerk  III,     122 

Transfer  files  VI,  161,  166 

Transfer  office  I,     122 

Tranailu,  stoppage  in  V,  189,  225 

TraveUng  canvassers  I,       88 

Traveling  salesmen  1,  201;  II,  224 
Treasury  stock  II,  320,  334 

Treaties,  definition  of  V,       12 

Trial  balance      II,  56;  IV,  52,  56; 

V,  316;  VI,  185 
Trial  balance  book  II,  225;  V,  311 
Triangles  VII,     317 
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Troy  weight  VII,     306 

True  cost  III,     126 

Trust    companies,    definition 

of  V,     152 

Trustees  V„    261 

Trustees'  accounts,  auditing  IV,  112 
Trusts  (corporations)  I,  73;  IV,  204 
Trusts  (fiduciary)  V,     261 

Turnover  II,       64 

Typewriter,  use  of  in  billing  I,  250 
Typewriter  type  I,     285 

Typewriter  type  of  bookkeep- 
ing machines  VI,     233 
Typewritten  work,  stationery 
printed  and  designed 
for                           I,  281,  283 


U 


UUra  vires  acts  of  corporation  V,  107 

Unassignable  expenses            III,  230 

Uncollectable  accoimts             II,  134 
Uncompleted    contracts, 

profits  on  IV,  260 
Undelivered  goods  I,  357 
Underwriter,  definition  of  V,  157 
Underwritings  IV,  146 
Undisclosed  principal  V,  48 
Undistributed  balances  III,  147 
Undivided  profits  II,  343 
Unfair  trade  V,  281 
Uniform  blanks  I,  67 
Unilateral  contract,  defini- 
tion of  V,  19 
Unit  biUing  I,  270 
Unit  system  of  voucher  ac- 
counting II,  288 
Unitates,  method  of  VII,  261 
United  States  method  in  par- 
tial payments  VII,  350 
Universal  agents  V,  43 
Unproductive  labor       III,  73,  84, 

102,  138,  149,  164 
Unsealed    letters,    disadvan- 
tage of                       VI,  .93 
Unsubscribed  stock                   II,  321 
Unwritten  law                           V,  12 
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Upright  sections  for  vertical 

files  VI,     162 

Usury  V,     156 


Valued  insurance  V,  164 
Verdict,  definition  of  V,  296 
Vertical  files,  styles  of  con- 
struction VI,  162 
Vertical  filing  VI,  143 
Vinculum,  use  in  mathe- 
matics VII,  242 
Voucher  checks  II,  269 
Voucher  file  II,  283 
Voucher  register  II,  274 
Voucher  system  of  accounting 

II,  263-299;  III,  287 

auditing  of  invoices                II,  280 
combined   purchase   ledger 

and  invoice  file            II,  291 

definitions                                II,  263 
executing    and    registering 

vouchers                      II,  280 

filing  audited  vouchers          II,  280 

filing  paid  vouchers                II,  281 

forms  of  vouchers                   II,  267 

indexing  vouchers                   II,  282 

journal  vouchers                    II,  273 
operation  of  voucher 

system                          II,  279 

paying  vouchers                    II,  281 

private  ledger                        II,  294 

unit  system                             II,  288 

use  of  vouchers                       II,  264 

voucher  checks                       II,  269 

voucher  file                            II,  283 

voucher  register                     II,  274 
Vouchers 

cancellation  of                       IV,  52 

examination  of                      IV,  47 
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Wage  I,  13,  15,  18;  III,       64 

Wage  distribution  chart  I,       47 

Wagering  contracts  void  \,       28 
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War  tax  laws 

Warehousemen 

Warranty 

in  contracts 

deeds 

express 

implied 
Water    companies, 
books  of 


Vol.  Page 
VII,     149 

V,     205 

V,  34,  160 
V,  240 
V,  185 
V,     186 

auditing 

IV,  107,  108 
Watered  stock  II,  321,  325;  V,  103 
Weight,  measures  of  VII,  297,  306 

Wet   copy   of   bill   in   tissue 

book  I,  253,  254 

Wholesale  firms,  order  work 

of  I,     270 

Wholesale  merchants,  audit- 
ing books  of  IV,       69 
Wholesale    mail-order    busi- 
ness                           III,     293 
Wholesale    and    storage    ac- 
counts                   II,  185-233 
abstract  of  sales  II,     221 
cash  book  II,     189 
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Wholesale    and    storage    ac- 
counts (continued) 
combined  order  and  sales 

record  II,     220 

controlling  accounts  11^     186 

dividing  ledger  II,     185 

invoice  register  II,     189 

order  blanks  II,    187 

petty  cash  voucher  II,     191 

protested  paper  II,     192 

sales  book  II,     188 

subdivision  of  expense  ac- 
count II,     188 
wholesale  business  II,     185 
Wife,  dower  of  V,     284 
Will                                       V,  262,  283 
Witnesses 

to  deeds  V,     241 

to  wills  V,     287 

Work  orders  111,80,115 

Working  capital  II,  334,  335 

Working  papers  IV,       37 

Written  law  V,      12 
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